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REORGANIZATION  OF  THE  INTERNAL 
REVENUE  SERVICE 


WEDNESDAY,  NOVEMBER  17,  1993 

House  of  Representatives, 
Commerce,  Consumer,  and 
Monetary  Affairs  Subcommittee 
of  the  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
2247,  Rayburn  House  Office  Building,  Hon.  John  M.  Spratt,  Jr. 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  John  M.  Spratt,  Jr.,  Marjorie 
Margolies-Mezvinsky,  and  C.  Christopher  Cox. 

Also  present:  Thomas  S.  Kahn,  chief  counsel;  Richard  W.  Peter- 
son, senior  counsel;  Faye  Ballard,  clerk;  Jacquetta  N.  Teal,  assist- 
ant clerk;  and  Marc  Rose,  minority  professional  staff,  Committee 
on  Government  Operations. 

OPENING  STATEMENT  OF  CHAD1MAN  SPRATT 

Mr.  Spratt.  I  would  like  to  call  the  hearing  to  order.  I  think  we 
will  have  some  more  Members. 

The  hearing  today  is  about  the  Internal  Revenue  Service  and  its 
ongoing  structural  changes.  These  changes  are  broader  than  the 
Congress  or  the  public  may  realize.  One  purpose  of  today's  hearing 
is  to  begin  compiling  a  record  on  the  major  changes  to  help  us  in 
Congress,  and  help  the  public,  understand  what  is  happening.  An- 
other purpose  of  today's  hearing  is  to  demonstrate  the  subcommit- 
tee's continuing  commitment  to  promote  a  fair  and  a  techno- 
logically efficient  tax  system  as  our  Nation  approaches  the  next 
century. 

This  subcommittee  has,  of  course,  oversight  jurisdiction  of  the  In- 
ternal Revenue  Service  and  a  long  history  of  supporting  Tax  Sys- 
tems Modernization,  [TSM].  The  IRS  has  begun  to  install  this  very 
complex  program  which  will  require  many  more  years  to  complete. 
In  the  past,  this  subcommittee  has  examined  the  technological  and 
procurement  sides  of  this  effort.  Our  reports  urged  the  Service  to 
undertake  a  thorough  review  of  its  whole  approach  to  doing  busi- 
ness with  the  American  public,  and  we  want  to  see  the  TSM  bene- 
fit the  taxpayer  while  also  increasing  revenues.  Both  of  those  objec- 
tives are  absolutely  essential. 

The  Service  responded  to  our  recommendations,  and  the  rec- 
ommendations of  others  in  Congress,  and  the  GAO,  through  three 
TSM-driven  studies  on  reorganization.  One  was  the  Service  center 
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organization  study;  another,  the  district  organization  study,  and 
the  third  was  the  national  regional  study. 

The  IRS  has  already  begun  implementing  many  of  the  findings 
and  recommendations  in  those  reports,  and  in  a  short  while,  many 
other  recommendations  are  also  to  be  implemented. 

We  had  originally  asked  the  Service  and  the  General  Accounting 
Office  to  focus  today  mainly  on  the  Service  center  effort.  However, 
we  welcome  the  fact  that  they  have  expanded  their  testimony  to 
encompass  all  of  these  reports. 

Our  hearing  today  represents  the  first  recent  congressional  over- 
sight of  the  Service's  reorganization  plan  since  the  specifics  began 
to  fall  into  place  this  summer,  I  am  sure  it  will  not  be  the  last.  The 
complexity  and  the  importance  of  the  undertaking  now  under  way 
assures  that. 

Before  we  hear  from  our  witnesses,  I  want  to  thank  the  Service 
for  their  comprehensive  testimony.  We  appreciate  it.  We  needed  a 
document  describing  the  features  of  the  reorganization,  and,  in  the 
main,  you  have  supplied  it.  I  also  want  to  thank  the  General  Ac- 
counting Office  for  their  very  insightful  review  of  the  Internal  Rev- 
enue Service's  work  and  where  they  stand. 

And,  finally,  I  would  note  that  the  letters  of  invitation  issued  a 
request  for  a  written  update  on  where  the  Service  and  the  GAO 
stood  regarding  a  certification  of  the  accounting  standards  and  fig- 
ures of  the  Internal  Revenue  Service.  This  is  a  certification,  as  ev- 
eryone knows,  which  is  required  by  the  Chief  Financial  Officers 
Act. 

While  our  invitation  letters  did  not  request  oral  testimony  on 
this  topic,  we  will  probably  have  some  questions  to  submit  for  the 
record.  I  would  like  to  move  for  unanimous  consent  to  keep  the 
records  open  after  the  hearing  for  written  responses  to  subsequent 
questions  that  members  of  the  subcommittee  might  have. 

And  before  turning  to  the  other  members  of  the  subcommittee 
and  before  proceeding  with  our  witnesses,  I  will  recognize  our 
ranking  member,  Mr.  Cox,  for  his  opening  statement.  Mr.  Cox. 

Mr.  Cox.  Thank  you,  Mr.  Chairman. 

Today's  hearing  has  the  potential  to  lay  the  groundwork  for  a 
major  reengineering  of  the  way  that  the  Internal  Revenue  Service 
conducts  business  with  the  American  taxpayer. 

Unfortunately,  for  all  Americans  two  things  are  inevitable — 
death  and  taxes.  And  we  have  the  opportunity  through  this  process 
to  make  the  latter  more  palatable. 

I  commend  the  Internal  Revenue  Service  for  recognizing  the  need 
to  change.  And  I  can  say  on  behalf  of  the  ranking  member,  as  well 
as  the  chairman,  that  we  want  to  make  sure  that  the  assumptions 
are  considered  valid  as  we  go  forward  and  that  this  reengineering 
effort  really  works. 

Changing  the  way  the  IRS  does  business  is  inevitable  and  un- 
avoidable because  tax  receipts  are  below  our  projections.  Fraud  is 
up.  Evasion  is  up.  Something  needs  to  be  done  to  correct  this  im- 
balance. Our  Federal  budget  deficit  is  looming  in  the  neighborhood 
of  $300  billion.  And  our  tax  base  could  continue  to  decline.  We  have 
to  figure  out  ways,  therefore,  to  maintain  tax  collections,  in  part, 
by  making  tax  compliance  less  taxing.  The  alternative,  unfortu- 


nately,  would  be  fewer  taxpayers  footing  the  bill  for  an  increasing 
number  of  tax  evaders. 

We  have  had  the  opportunity  as  members  of  this  committee,  over 
the  last  5  years,  in  my  case,  to  talk  with  the  IRS  about  a  number 
of  problem  areas  and  opportunities  for  improvement.  One  is  tele- 
phonic advice.  Taxpayers  ought  to  be  able  to  inquire  of  the  IRS 
during  tax  preparation  time  to  get  answers  to  troublesome  compli- 
ance questions.  The  answers  they  receive  should  be  devoid  of  mis- 
takes and  taxpayers  should  be  allowed  to  rely  on  this  advice. 

There  are  a  number  of  issues  that  we  will  face  and  opportunities 
that  will  be  presented  to  us  as  a  result  of  changes  in  technology. 
Some  of  the  problems  include  fraudulent  electronic  filing. 

We  have  an  opportunity  to  permit  the  use  of  digital  imaging  in 
court.  We  have  perhaps  the  opportunity  to  use  credit  cards  to  pay 
taxes.  A  number  of  these  areas  I  hope  we  will  explore  in  the  course 
of  this  hearing. 

I  am  delighted  to  have  the  opportunity  to  hear  from  the  Commis- 
sioner and  our  expert  witnesses  today.  I  want  to  congratulate  the 
chairman  for  scheduling  these  hearings.  And  I  look  forward  to  see- 
ing to  it  that  as  the  IRS  moves  into  the  21st  Century,  we  recognize 
the  need  for  a  smart,  efficient,  and  taxpayer-responsive  agency. 

Thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you,  Mr.  Cox. 

Commissioner  Richardson,  welcome  to  our  committee,  and  thank 
you  for  coming  and  for  filing  this  comprehensive  testimony.  So  that 
you  don't  have  to  read  all  of  it  to  get  it  in  the  record,  if  there  is 
no  objection,  by  unanimous  consent,  we  will  make  it  part  of  the 
record. 

You  can  summarize  as  you  see  fit.  Mr.  Dolan,  Mr.  Philcox,  Mr. 
Westfall,  we  welcome  you  as  well.  The  floor  is  yours. 

STATEMENT  OF  MARGARET  M.  RICHARDSON,  COMMISSIONER, 
INTERNAL  REVENUE  SERVICE,  ACCOMPANIED  BY  MICHAEL 
DOLAN,  DEPUTY  COMMISSIONER;  DAVTD  MADER,  CHIEF 
DESIGNEE,  MANAGEMENT  AND  ADMINISTRATION;  LARRY 
WESTFALL,  MODERNIZATION  EXECUTD7E;  AND  HANK 
PHILCOX,  CHffiF  INFORMATION  OFFICER 

Ms.  Richardson.  Thank  you  very  much,  Mr.  Chairman  and  Mr. 
Cox.  We  particularly  are  appreciative  that  you  have  given  us  the 
opportunity  to  be  here  today  to  discuss  our  plans  for  reinventing 
the  Internal  Revenue  Service. 

As  you  noticed,  I  have  with  me  the  Deputy  Commissioner,  Mike 
Dolan;  Hank  Philcox,  our  Chief  Information  Officer;  Larry  Westfall, 
who  is  our  Modernization  Executive;  and  we  also  have  with  us, 
David  Mader,  who  is  the  Chief  of  Management  and  Administration. 

We  also  look  forward  to  working  with  you  and  the  subcommittee 
in  the  future  as  we  proceed  with  our  plans.  I  know  the  subcommit- 
tee has  been  very  supportive  of  our  modernization  efforts  during 
the  last  several  years  and  that  you  have  encouraged  us  to  take  a 
look  beyond  the  traditional  ways  that  we  have  done  our  business. 
You  have  asked  us  to  start  with  a  clean  slate  unencumbered  by  ex- 
isting structures. 

In  the  next  few  weeks,  we  are  going  to  be  announcing  the  selec- 
tion of  our  five  submission  processing  sites  and  23  customer  sites; 


and,  a  little  bit  later  I  will  discuss  the  details  and  the  implications 
of  these  selections,  which  we  estimate  are  going  to  save  more  than 
$500  million  over  our  original  estimated  cost  of  the  Tax  Systems 
Modernization  program. 

Mr.  Chairman,  across  the  country,  organizations  in  both  the  pri- 
vate and  public  sectors  are  undergoing  significant  changes  to  meet 
the  demands  of  the  future.  Within  the  Federal  Government,  we  be- 
lieve that  the  IRS  is  in  the  forefront  of  those  changes.  For  the  past 
several  years,  we  have  made  significant  progress  in  positioning 
ourselves  for  the  future  through  our  technology  modernization  ef- 
forts. However,  we  have  recognized,  as  did  this  subcommittee,  that 
upgrading  information  systems  was  not  the  complete  answer. 

To  fully  realize  the  benefits  that  are  available  through  tech- 
nology, we  have  rethought  the  fundamental  way  we  carry  out  our 
mission  and  the  way  we  are  going  to  accomplish  our  three  objec- 
tives which  are:  Increase  voluntary  compliance;  reduce  taxpayer 
burden;  and  improve  quality-driven  productivity  and  customer  sat- 
isfaction. 

The  overwhelming  need  to  change  the  way  we  do  business  is  the 
result  of  a  number  of  factors  including  the  workload  demands  of  a 
complex  tax  statute  and  a  changing  population  with  heightened 
customer  service  expectations.  We  recognize  that  compliance  prob- 
lems are  going  to  demand  innovative  solutions.  Also  technological 
advances  in  information  processing  systems  have  occurred. 

To  meet  these  challenges,  we  are  changing  how  we  operate,  how 
we  interact  with  taxpayers  as  well  as  how  we  are  structured.  We 
will  be  putting  more  of  our  employees  to  work  meeting  frontline 
compliance  and  customer  service  initiatives  to  improve  voluntary 
compliance  and  to  reduce  the  tax  gap.  We  will  be  able  to  do  this, 
we  think,  by  reinvesting  the  savings  that  we  realize  from  stream- 
lining our  national  and  regional  offices  and  from  consolidating  our 
computer  returns  processing  and  telephone  operations. 

Mr.  Chairman,  over  a  year  ago  we  asked  a  group  of  our  most  cre- 
ative thinkers  to  define  the  future  business  vision  of  the  IRS.  In 
other  words,  to  reinvent  how  we  do  business.  Their  efforts  con- 
sisted of  three  separate  endeavors:  The  Service  center  organization 
study,  which  concentrated  on  the  organizational  structure  and  the 
work  currently  being  performed  by  Service  centers,  computing  cen- 
ters, automated  collection  sites,  and  taxpayer  services  and  central 
inventory  distribution  telephone-related  activities. 

They  also  conducted  a  district  office  organization  study,  which  fo- 
cused on  traditional  district-based  frontline  functions  such  as  col- 
lection, criminal  investigation,  employee  plans  and  exempt  organi- 
zations, examination  and  international.  We  also  conducted  a  na- 
tional and  regional  office  organization  study,  which  focused  on  the 
policy  setting  roles  that  support  and  management  structures  of  the 
national  and  regional  offices. 

Based  on  the  results  of  these  studies,  we  are  reinventing  the  IRS 
around  the  following  core  principles.  One  principle  is  a  dramatic  re- 
duction in  paper  submissions  of  any  kind.  We  have  set  a  goal  of 
more  than  80  million  electronically  filed  returns  by  the  year  2001. 
In  adition,  we  would  like  to  receive  all  of  our  payments  electroni- 
cally. 


We  are  also  going  to  develop  compliance  programs  to  increase  the 
voluntary  compliance  levels  from  the  82.7  percent,  where  they  are 
today,  to  more  than  90  percent  by  providing  a  comprehensive  ap- 
proach to  meeting  the  unique  needs  of  broad-based  taxpayer  groups 
through  a  tax  information  and  processing  system  that  supports 
complete,  integrated  and  multiyear  taxpayer  files  rather  than  the 
piecemeal  freestanding  systems  we  now  have  in  place. 

Another  principle  is  to  have  data  systems  that  provide  instant 
access  to  all  relevant  information  allowing  us  to  significantly  re- 
duce the  time  it  takes  to  close  routine  issues  and  resolve  errors. 
But  we  also  expect  our  systems  to  take  into  account  the  rights  of 
taxpayers — to  have  their  tax  return  information  kept  confidential. 
We  expect  all  systems  to  take  into  account  our  security  concerns. 

Another  one  of  our  guiding  principles  is  a  cross-functional  organi- 
zation built  around  one-stop  taxpayer  access  by  telephone  rather 
than  a  multistop  correspondence-driven  system  that  we  have  today. 

Finally,  we  hope  to  have  a  highly  skilled  and  interdisciplinary 
work  force  with  superior  computer  skills,  detailed  knowledge  of  the 
tax  law,  and  outstanding  interpersonal  skills  ready  to  address  a 
wide  range  of  taxpayer  issues. 

Mr.  Chairman,  no  matter  now  dramatic  the  design  or  the  con- 
cept, it  will  only  be  achieved  if  our  work  force  can  capitalize  on  the 
changes  we  envision.  We  recognize  that  the  key  to  our  success  rests 
with  our  employees  who  make  the  tax  system  work.  While  tech- 
nology will  provide  our  employees  access  to  the  information  they 
need  to  do  their  jobs  better  and  faster,  we  know  change  can  be  dif- 
ficult. We  must  prepare  our  work  force  for  the  enormous  challenge 
that  lies  ahead  and  the  substantial  changes  that  will  occur  in  the 
nature  of  our  work. 

Just  as  we  are  developing  detailed  plans  to  implement  our  orga- 
nizational, business,  and  technological  changes,  we  are  also  focus- 
ing on  the  human  aspects  of  our  new  business  vision.  The  IRS  is 
committed  to  providing  the  opportunity  for  appropriate  retraining 
and  continued  employment  to  both  career  and  career  conditional 
employees  whose  jobs  are  substantially  impacted  by  technology. 
Clearly,  we  are  faced  with  a  major  investment  in  training  and  re- 
training. Over  the  past  year,  we  have  been  developing  a  corporate 
education  concept  to  ensure  that  our  employees  have  the  knowl- 
edge and  skills  they  need  to  operate  in  a  new  environment. 

Earlier  this  year,  we  developed  a  servicewide  communications 
strategy  to  ensure  that  our  employees  fully  understand  the  changes 
that  we  are  making  and  that  they  have  some  input  into  the  proc- 
ess. 

Finally,  the  commitment  and  the  support  of  our  entire  work  force 
is  essential,  and  we  are  committed  to  working  closely  with  the  Na- 
tional Treasury  Employees  Union  to  realize  our  business  vision. 

An  integral  part  of  reinventing  the  IRS  also  entails  changing  our 
organizational  structure,  both  at  the  national*  office  and  in  the 
field,  to  meet  the  demands  of  our  workload  as  well  as  to  take  ad- 
vantage of  the  technology  we  are  installing. 

At  the  national  office,  we  are  consolidating  similar  functions  to 
reduce  duplicative  and  overlapping  responsibilities.  We  are  reduc- 
ing the  layers  of  management.  With  fewer  layers  of  management, 


we  will  be  able  to  work  together  more  effectively  across  functions 
and  take  greater  responsibility  for  our  decisions. 

We  are  beginning  at  the  top  of  the  organization  with  the  Deputy 
Commissioner  and  me  to  broaden  our  spans  of  control  and  to  fix 
accountability  for  programs.  We  have  established  the  following 
structure  in  our  national  office.  We  now  have  a  Chief  of  Taxpayer 
Services  who  has  the  responsibility  for  taxpayer  assistance  and  the 
processing  of  tax  returns,  documents,  and  payments. 

We  have  a  Chief  Compliance  Officer  who  is  responsible  for  im- 
proving compliance  through  enforcement,  research,  and  assistance. 

We  have  a  Chief  Information  Officer,  Mr.  Philcox,  who  continues 
to  be  responsible  for  information  technology  development,  data  ad- 
ministration, technology  standards,  telecommunications,  and  pri- 
vacy. 

We  have  a  Chief  of  Strategic  Planning  and  Communications  who 
is  responsible  for  corporate  plans,  legislative  affairs,  stakeholder 
relations  and,  most  importantly,  for  internal  and  external  commu- 
nications. 

We  also  have  a  Chief  Financial  Officer  who  is  responsible  for  the 
budget  and  financial  management  and  controls — in  other  words,  for 
getting  and  keeping  our  financial  house  in  order. 

And  we  have  a  Chief  of  Management  and  Administration,  David 
Mader,  who  is  responsible  for  how  we  at  the  Service  recruit,  em- 
ploy, train,  develop,  house,  and  equip  our  people,  our  most  impor- 
tant resource,  and  how  we  procure  and  manage  our  physical  re- 
sources. 

We  will  also  expand  the  role  of  the  Tax  Systems  Modernization 
Program  Manager,  Mr.  Westfall.  He  has  been  renamed  the  Mod- 
ernization Executive,  and  he  is  responsible  for  overseeing  the  im- 
plementation of  our  new  business  vision. 

As  I  noted,  the  Chiefs  and  the  Modernization  Executive  report  di- 
rectly to  me  and  to  the  Deputy  Commissioner.  The  nine  of  us  serve 
as  the  executive  committee  for  the  Internal  Revenue  Service. 

In  our  regional  offices,  we  are  reducing  staffing  levels  over  the 
next  18  months  and  redeploying  our  positions  to  frontline  taxpayer 
service  and  compliance  positions.  We  currently  have  seven  regions, 
but  we  will  be  reducing  the  number  of  regions  to  five  by  the  end 
of  1995. 

When  our  business  vision  is  fully  implemented,  our  Service  cen- 
ters will  be  submission  processing  centers,  customer  Service  cen- 
ters, and  computing  centers.  They  will  not  be  Service  centers  that 
fully  duplicate  each  other's  functions  as  10  Service  centers  do 
today.  We  will  consolidate  the  returns  processing  centers'  oper- 
ations into  the  five  submission  processing  centers.  These  sites  will 
receive,  control,  image  and  process  paper  tax  returns,  information 
documents,  W-2's,  and  correspondence.  They  will  also  resolve  er- 
rors that  do  not  require  taxpayer  contact. 

Our  new  customer  Service  concept  will  blend  activities  that  cur- 
rently are  handled  in  many  types  of  locations  including  automated 
collection  call  sites,  taxpayer  service  toll-free  sites,  and  Service  cen- 
ters. When  a  taxpayer  calls  with  an  account-related  issue,  we  will 
no  longer  have  to  transfer  that  taxpayer  from  one  location  to  an- 
other because  of  our  limitations  on  information  access  or  level  of 


authority.  Taxpayers,  then,  should  be  able  to  resolve  almost  all  of 
these  issues  with  one  call. 

Finally,  we  will  operate  with  three  centers  responsible  for  cen- 
tralized mainframe  computers  instead  of  our  current  12. 

Mr.  Chairman,  the  impact  of  these  changes  will  be  major  in 
scope.  We  think  they  will  enable  us  to  redirect  the  staff  years  saved 
to  meet  frontline  compliance  and  customer  Service  objectives  to  im- 
prove voluntary  compliance,  to  reduce  the  tax  gap,  to  bring  in  Tax 
Systems  Modernization  at  a  lower  cost  than  what  we  originally 
planned,  and  to  manage  an  expanded  workload  maintaining  today  s 
staffing  levels  and  providing  a  higher  quality  of  service. 

Most  importantly,  taxpayers  will  benefit  significantly  from  the 
changes  we  envision.  We  believe  that  the  one-stop  service  will  re- 
solve 95  percent  of  taxpayer  issues  with  one  contact.  We  will  iden- 
tify and  resolve  taxpayer  issues  more  promptly.  We  will  offer  more 
choices  for  filing  and  payment.  We  will  issue  refunds  more  quickly 
and  taxpayers  should  have  to  spend  significantly  less  time  and  rep- 
resentation costs  when  they  are  dealing  with  the  IRS. 

We  recognize  that  the  key  to  a  successful  transition  to  the  future 
rests  on  the  shoulders  of  the  115,000  IRS  employees  who  make  our 
system  work.  The  business  changes  we  are  making  will  provide 
new  opportunities  for  our  employees  and  the  technology  will  give 
them  access  to  the  information  they  need  to  do  their  jobs  more  ef- 
fectively. 

We  are  preparing  our  work  force  for  the  challenges  that  lie  ahead 
and  the  substantial  changes  that  will  occur  in  the  nature  of  our 
work.  We  are  committed  to  providing  them  with  the  information, 
training,  and  tools  that  they  need  to  perform  their  jobs  in  the  fu- 
ture. 

We  recognize  that  some  of  these  changes  will  take  time.  We  are, 
however,  producing  tangible  results  already  and  our  journey  has 
definitely  begun.  We  continue  to  work  closely  with  our  stakeholders 
both  inside  the  administration,  in  Congress,  the  business  and  prac- 
titioner communities,  NTEU,  and  the  public  at  large  as  we  proceed 
to  reinvent  the  IRS  for  everyone's  benefit. 

I  especially  want  to  thank  this  subcommittee  and  the  GAO.  I 
think  they  have  done  a  lot  to  bring  us  along  quickly  in  thinking 
through  the  need  to  change  our  business  vision.  I  also  would  be  re- 
miss in  not  giving  a  word  of  thanks  to  the  people  at  the  table  here 
with  me  and  Mr.  Mader  because  I  think  they  have  really  shown  the 
foresight  to  seize  the  invitation  to  reinvent  the  Service.  Without 
the  hard  work  they  have  done  in  the  last  couple  of  years,  I  don't 
think  we  would  be  where  we  are  today.  We  would  now  be  delighted 
to  answer  your  questions. 

Mr.  Spratt.  Thank  you. 

[The  prepared  statement  of  Ms.  Richardson  follows:] 
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Mr.  Chairman  and  distinguished  Members  of  the  Subcommittee: 

I  appreciate  the  opportunity  to  be  here  to  discuss  our  plans  for  reinventing 
the  Internal  Revenue  Service.    With  me  today  are  the  Deputy  Commissioner, 
Michael  Dolan,  and  the  IRS'  Modernization  Executive,  Larry  Westfall,  who  is 
responsible  for  carrying  out  the  implementation  of  the  Service's  new  Business 
Vision  by  assuring  the  integration  of  our  Tax  Systems  Modernization  program  with 
our  organizational  changes. 

Mr.  Chairman,  I  look  forward  to  working  with  you  and  the  Subcommittee  in 
the  future  as  we  proceed  with  our  plans  to  reinvent  the  IRS.   This  Subcommittee 
has  been  very  supportive  of  IRS'  modernization  efforts  during  the  last  several  years 
and  has  also  encouraged  us  to  look  beyond  the  ways  we  have  done  business  in  the 
past.   You  urged  us  to  think  about  our  business  unencumbered  by  outdated 
systems  and  a  rigid  organizational  structure. 

Our  plans  to  reinvent  the  IRS  are  based  on  a  series  of  studies  that  we 
completed  last  year  to  rethink  how  we  do  our  work  and  serve  the  public.   We 
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challenged  our  most  creative  employees  not  to  be  bound  by  what  we  have  done  in 
the  past,  to  move  beyond  the  functional  limitations  of  today's  organization,  and  to 
define  a  better  way  of  delivering  service,  improving  voluntary  compliance,  and 
administering  the  tax  system.    In  essence,  we  asked  them  to  determine  how  we 
could  "reinvent"  the  way  we  do  business. 

These  efforts,  which  have  put  us  at  the  forefront  of  the  Clinton 
Administration's  plans  to  reinvent  the  federal  government,  will  change  how  IRS 
operates,  how  we  interact  with  taxpayers,  and  how  we  are  structured.   The  impact 
of  these  changes  will  be  major.   They  will  enable  the  IRS  to: 

•  put  more  employees  to  work  meeting  front-line  compliance  and  customer 
service  initiatives  to  improve  voluntary  compliance  and  reduce  the  tax  gap; 

•  implement  our  Tax  Systems  Modernization  program  (TSM)  at  a  cost  less 
than  planned;  and 

•  manage  an  expanded  workload  during  the  first  decade  of  the  next  century 
at  staffing  levels  no  higher  than  today. 

In  your  invitation  letter  for  today's  hearing,  you  asked  us  to  specifically 
address  the  results  of  the  Service  Center  Organizational  Study-one  of  three 
organizational  studies  conducted  by  the  IRS  --  and  how  we  are  implementing  its 
recommendations.   Mr.  Chairman,  my  testimony  today  will  be  responsive  to  your 
inquiries  by  responding  to  five  key  questions  about  our  overall  strategy  to  reinvent 
the  IRS.   They  are: 
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•  Why  is  the  Service  making  these  major  changes  in  organization  structure  and 
service  delivery? 

•  What  are  the  principles  that  IRS  will  follow  in  its  reinvention  efforts? 

•  How  do  we  plan  to  re-engineer  our  business  under  these  new  systems  to 
improve  the  processing  of  returns,  and  increase  the  quality  of  service  to  our 
customers? 

•  What  organizational  changes  are  planned  for  both  our  headquarters  and  field 
offices  to  enable  us  to  make  these  significant  improvements  in  processing  of 
tax  returns  and  service  delivery  to  our  customers? 

•  How  do  we  plan  to  handle  the  workforce  transition  under  this  plan? 
REASONS  FOR  CHANGE 

Throughout  the  country,  both  private  and  public  sector  organizations  are 
searching  for  ways  to  improve  the  productivity  and  quality  of  their  work,  while  at 
the  same  time  enhance  service  to  their  customers.   The  Internal  Revenue  Service  is 
no  different.   Our  customers,  the  American  taxpayers,  demand  a  higher  level  of 
service  in  almost  everything  we  do.   First  and  foremost,  our  customers  demand  a 
tax  system  that  is  both  effective  and  responsive  to  their  needs.   Second,  they 
demand  that  we  spend  our  resources  in  the  most  efficient  manner  possible. 
Finally,  they  expect  the  IRS  to  maintain  the  highest  levels  of  privacy  and  security  in 
safeguarding  taxpayer  information. 

In  an  information  age  that  allows  taxpayers  to  do  business  almost 
immediately  with  services  such  as  banking,  insurance,  and  travel,  they  are 
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frustrated  with  IRS'  present  systems  that  often  force  them  to  .write  a  letter  for  the 
smallest  change  to  their  account  or  otherwise  wait  for  an  unreasonably  long  time 
to  resolve  issues  that  are  critical  to  them.   American  taxpayers  want  the  IRS  to 
have  the  technology  that  other  businesses  are  using  today,  so  they  can  get  the 
service  they  expect. 

For  the  past  several  years,  the  IRS  has  made  significant  progress  in 
positioning  itself  for  the  future  through  our  technology  improvement  efforts  under 
Tax  Systems  Modernization.    However,  technology  changes  are  not  the  complete 
answer.   In  order  to  fully  realize  the  benefits  available  through  modernization,  we 
are  reinventing  the  way  we  carry  out  our  mission  to  accomplish  our  three  primary 
objectives  of  increasing  voluntary  compliance,  reducing  taxpayer  burden,  and 
improving  quality-driven  productivity  and  customer  satisfaction. 

A  driving  force  for  radical  change  in  our  business  process  is  the  growth  in 
our  workload.   Each  year  we: 
•       collect  over  $1  trillion,  including  $24  billion  from  notices  and  delinquent 

accounts 

process  over  204  million  tax  returns 

issue  over  89  million  refunds 

assist  over  74  million  taxpayers 

distribute  over  300  million  forms  and  publications 

send  almost  100  million  notices  and  letters  to  taxpayers 

process  over  1  billion  information  documents 
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•  complete  1 .3  million  examinations 

•  assess  $27  billion  in  deficiencies 

•  assess  $1 1 .4  billion  on  delinquent  returns 

Since  we  currently  operate  in  a  systems  architecture  designed  in  the  1960's, 
both  the  IRS  and  taxpayers  are  drowning  in  a  sea  of  paper.   We  believe  that  Tax 
Systems  Modernization  will  alleviate  much  of  the  congestion  the  current  system 
creates.    In  addition,  by  reconfiguring  our  organization,  redesigning  our  business 
systems,  and  using  modern  technology  to  its  fullest  potential,  we  will  be  better 
positioned  to  address  some  of  the  more  troubling  trends  that  have  occurred  over 
the  past  five  years: 

•  The  nonftler  population  has  increased  to  about  10  million; 

•  The  overall  tax  gap  between  income  taxes  paid  and  income  taxes  due  has 
increased  from  roughly  $88  billion  to  $119  billion  while  overall  compliance 
rates  have  remained  at  82.7  percent; 

•  Examination  coverage  is  down  from  1.1  percent  to  .95  percent; 

•  Our  collectible  delinquent  accounts  inventory  has  almost  doubled  to  about 
$27  billion; 

•  Only  a  little  over  60  percent  of  callers  to  our  toll-free  number  reach  us  on 
the  first  try;  and 

•  Labor  costs  have  increased  by  37  percent. 
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CHANGING  THE  WAY  WE  DO  BUSINESS-REJNVENTING  THE  INTERNAL  REVENUE 
SERVICE 
In  order  to  begin  to  reverse  these  alarming  trends,  we  had  initially  planned  to 

apply  advanced  technology  to  our  current  business  processes.   However,  we  soon 

realized  that  without  corresponding  operational  and  organizational  changes  to 

maximize  the  benefits  of  new  technology,  the  improvements  attained  would  not 

result  in  lasting  solutions  to  the  challenges  we  faced. 

To  fully  address  these  concerns,  the  IRS  embarked  on  a  series  of  studies  to 

reinvent  our  business  processes.   These  studies  to  define  the  future  Business 

Vision  of  the  IRS  consisted  of  three  separate  endeavors: 

The  Service  Center  Organization  Study,  which  focused  on  the  organizational 
structure  and  the  work  currently  being  performed  by  Service  Centers, 
Computing  Centers,  and  Automated  Collection,  Taxpayer  Service  and  Forms 
Distribution  toll-free  activities; 

The  District  Organization  Study,  which  focused  on  our  traditional  district- 
based,  front-line  functions  such  as  Collection,  Criminal  Investigation, 
Employee  Plans  and  Exempt  Organizations,  Examination  and  International; 
and 

The  National/Regional  Organization  Study,  which  focused  on  the  policy- 
setting  roles,  support  and  management  structures  of  the  National  and 
Regional  Offices. 
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Based  on  the  outcome  of  these  studies,  we  will  reshape  the  IRS  for  the 
years  to  come  around  the  following  core  principles: 

•  a  dramatic  reduction  in  paper  submissions  of  any  kind  through  receipt  of 
more  than  80  million  electronically  filed  returns  and  electronic  payments; 

•  compliance  programs  designed  to  increase  voluntary  compliance  from  82.7 
percent  to  more  than  90  percent  by  providing  a  comprehensive  approach  to 
meeting  the  unique  needs  of  broad-based  taxpayer  groups; 

•  a  tax  information  and  processing  system  that  supports  complete,  integrated 
and  multi-year  taxpayer  files  rather  than  the  piecemeal,  free-standing 
systems  now  in  place; 

•  a  system  that  provides  instant  access  to  all  relevant  information,  allowing  us 
to  significantly  reduce  the  time  it  takes  to  close  routine  taxpayer  problems 
and  resolve  errors  on  returns; 

•  an  organizational  structure  built  around  one-stop  taxpayer  access  by 
telephone,  rather  than  a  multi-stop,  correspondence-driven  system;  and 

•  a  highly  skilled  and  interdisciplinary  workforce  with  superior  computer  skills, 
detailed  knowledge  of  tax  law  and  outstanding  interpersonal  skills,  ready  to 
address  a  wide  range  of  taxpayer  issues. 

BUSINESS  RE-ENGINEERING 

Drawing  on  our  ongoing  efforts  in  quality  improvement,  where  we  have  been 
widely  recognized  for  our  achievements  in  a  number  of  areas,  we  are  convinced 
that  the  key  to  transforming  IRS  will  be  long-term  continuous  improvements  in 
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product  quality,  productivity  and  customer  satisfaction.    This  can  be  achieved  only 
by  improving  the  systems  that  generate  our  products.    Many  of  these 
improvements  will  be  incremental  changes,  while  others  will  require  significant 
systems  redesign.  To  guide  our  overall  efforts  to  reinvent  IRS,  we  have  analyzed 
our  work  and  identified  the  major  systems  entailed  in  achieving  our  mission. 
Through  proper  understanding  and  measurement  of  these  systems,  we  believe  we 
will  achieve  lasting  success  and  continuing  improvement  across  the  board. 

Traditionally,  the  IRS  has  been  organized  along  strict  functional  lines  such  as 
Examination,  Collection  and  Taxpayer  Service.   This  strictly  functional  view  has 
limited  our  ability  to  look  at  our  systems  as  a  whole,  to  minimize  the  barriers  to 
optimal  performance,  and  to  understand  how  our  systems  can  be  transformed  to 
produce  better  products  and  services. 

The  IRS  has  chosen  a  systems  management  approach,  which  we  call  Core 
Business  Systems,  to  improve  our  work  systems,  products  and  services.   This 
approach  to  management  helps  break  down  the  walls  between  functions  by 
looking  at  our  organization  from  a  process  rather  than  a  functional  point  of  view. 
We  have  reexamined  how  our  organizational  functions  fit  together  and  how  current 
operations  need  to  change  to  emphasize  the  delivery  of  quality  products  and 
services  that  promote  voluntary  compliance.   We  have  determined  that  IRS' 
business  functions  will  be  streamlined  and  reorganized  into  six  basic  Core  Business 
Systems  that  integrate  related  activities,  emphasize  delivery  of  products  and 
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services  to  our  customers  and  provide  the  flexibility  needed  to  operate  in  a 
changing  environment. 

We  have  organized  our  work  is  grouped  into  six  basic  systems: 

•  Value  Tracking:   to  determine,  communicate  and  track  the  extent  to  which 
taxpayers  value  products  and  services  and  to  discover  new  products  and 
service  opportunities  that  will  further  the  IRS  mission,  objectives  and 
strategies. 

•  Informing  and  Educating:   to  enable  taxpayers  to  comply  with  the  tax  law 
through  effective  and  efficient  information  and  education  activities. 

•  Managing  Accounts:   to  receive,  maintain  and  provide  account  and  revenue 
information  as  well  as  provide  assistance  to  taxpayers. 

•  Ensuring  Compliance:  to  preserve  the  integrity  of  the  voluntary  tax  system 
by  continually  measuring  compliance  behavior,  identifying  non-compliance, 
determining  root  causes,  and  taking  actions  to  improve  compliance. 

•  Resourcing:   to  plan,  acquire,  and  manage  resources  to  enable  IRS  to  provide 
the  best  customer  value. 

•  Developing  and  Maintaining  Systems:   to  enable  all  systems  to  leverage 
information  technology  to  provide  business  processes  that  produce  the 
highest  net  customer  value. 

The  Core  Business  Systems  approach  allows  us  to  look  at  our  systems  at 
the  macro  level,  where  the  greatest  potential  for  improvement  exists.    It  provides 
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us  with  the  framework  for  delivering  products  and  services  to. taxpayers  that  are 
timely,  user  friendly,  cost  effective  and  aimed  at  improving  voluntary  compliance. 

Through  our  Value  Tracking  Core  Business  System,  we  have  initiated  a 
series  of  methods  to  determine  the  needs  of  taxpayers.   Some,  such  as  the 
Customer  Satisfaction  Survey,  are  intended  to  obtain  feedback  concerning 
taxpayers'  perception  of  IRS  and  the  services  that  we  provide.  Others,  such  as  the 
Value  Tracking  Focus  Groups,  test  specific  business  strategies  being  considered  by 
the  IRS  with  the  public.    We  will  use  the  information  provided  from  these  efforts  to 
continue  to  tailor  the  development  of  our  systems  and  business  practices  to  meet 
the  needs  of  taxpayers. 
ORGANIZATIONAL  CHANGES 

Since  the  1950's,  the  IRS  has  been  a  multi-tiered  organization  with  highly 
decentralized  management.   This  type  of  organizational  structure  limits  our 
flexibility  to  respond  to  tomorrow's  challenges.   The  sheer  number  of  distinct 
functions  and  layers  of  management  delay  decision-making.   To  reinvent  the  IRS, 
we  must  reinvent  our  organizational  structure  to  meet  the  demands  of  our 
workload  and  to  take  advantage  of  the  technology  available  to  us. 

National  Office  and  Regional  Offices 

Over  the  next  few  years,  the  role  of  our  national  office  will  become  more 
strategic  --  establishing  and  prioritizing  strategic  goals  and  objectives,  providing  a 
more  unified  external  communications  strategy,  managing  and  re-engineering  broad 
business  processes,  and  assessing  overall  organizational  performance  against 
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goals.   At  the  same  time,  regional  staffing  will  be  reduced  and  the  regional  role 
shifted  towards  operational  alignment  and  assessment. 

At  our  headquarters  here  in  Washington,  we  will  first  consolidate  similar 
functions  to  reduce  duplicative  and  overlapping  responsibilities.  The  number  of 
layers  of  management  will  be  reduced.   We  will  become  a  leaner  and  flatter 
organization  to  improve  coordination  of  activities  and  responsiveness  to  change. 
And  we  will  give  our  employees  the  authority  to  control  their  programs  and  impact 
their  effectiveness.   With  fewer  levels  of  management,  we  will  be  able  to  have  a 
greater  ability  to  react  to  good  ideas,  to  increase  effectiveness,  and  to  establish 
clear  lines  of  responsibility. 

To  achieve  these  objectives  in  the  National  Office,  we  plan  to: 

•  reduce  the  number  of  executive  and  senior  management  positions; 

•  reduce  the  number  of  assistant  positions,  staff   assistants  and  similar 
positions; 

•  broaden  spans  of  control  and  structure  most  organizational  entities  to  have 
no  more  than  four  layers  of  management; 

•  organize  business  groupings  in  our  National  Office  to  more  clearly  define  the 
boundaries  of  responsibility  and  accountability  and  to  increase  coordination 
among  interrelated  business  systems;  and 

•  target  2,000  positions  from  Washington,  our  regions  and  field  staff  to  be 
redirected  to  front-line  customer  service  and  compliance  operations  by  the 
end  of  Fiscal  Year  1995. 
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We  have  begun  at  the  top  of  the  IRS  to  broaden  spans  of  control  and  to  fix 
accountability  for  programs  by  establishing  the  following  organizations  here  in 
Washington: 

•  the  Chief  Financial  Officer  will  be  responsible  for  IRS  policy  on  financial 
management  controls; 

•  the  Chief  Management  and  Administration  will  direct  policy  on  IRS 
recruitment,  training,  and  support  of  its  employees  and  the  acquisition  of 
requisite  equipment; 

•  the  Chief  Strategic  Planning  and  Communications  will  oversee  the 
development  of  strategic  plans  to  ensure  that  they  reflect  an  understanding 
of  customer  and  stakeholder  needs  and  that  they  are  clearly  articulated 
internally  and  externally; 

•  the  Chief  Taxpayer  Services  will  carry  out  IRS  policy  on  taxpayer  assistance 
and  the  processing  of  returns,  documents  and  payments; 

•  the  Chief  Compliance  Officer  will  focus  on  programs  for  improving 
compliance  through  research  and  enforcement; 

•  the  Chief  Information  Officer  will  implement  policy  on  information 
technology  development,  data  base  communications,  technology  standards, 
telecommunications  and  privacy. 

The  IRS'  Modernization  Executive  (formerly  the  TSM  Program  Manager)  and 
the  Chief  Officers  will  be  responsible  for  implementation  of  the  IRS'  long-range 
objectives  and  strategies  for  improving  tax  administration.   The  Modernization 
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Executive  will  integrate  and  direct  the  timely  implementation  of  the  business, 
technological  and  human  resource  components  of  IRS'  Business  Vision  and  provide 
a  critical  evaluation  of  integrated  operational  and  transition  activities. 

Finally,  the  Regional  Offices  will  be  focusing  on  national  business  priorities 
to  improve  voluntary  compliance  and  customer  service,  monitoring  and  evaluating 
accomplishments,  and  overseeing  financial  accountability.   Consistent  with  the 
new  role  of  the  Regional  Offices,  we  will  redeploy  and  reduce  staffing  levels  at  the 
Regional  Offices  over  the  next  18  months.    This  will  be  accomplished  in  two 
phases:  the  first  phase  is  to  realign  and  downsize  the  existing  seven  Regional 
Offices,  the  second  phase  will  result  in  the  reduction  in  the  number  of  regions  from 
seven  to  five. 

Field  Organization 

Our  field  organization  will  be  consolidated  into  four  types  of  sites  when  our 
Business  Vision  is  fully  implemented  --Submission  Processing  Centers,  Customer 
Service  Centers,  Computing  Centers,  and  District  Offices.    Unlike  today,  there  will 
be  a  clearer  delineation  of  the  responsibilities  for  each  type  of  site. 
•       Submission  Processing  Centers:   These  sites  will  receive,  control,  image  and 

process  paper  tax  returns,  information  documents,  W-2s  and 

correspondence.  They  will  also  resolve  errors  that  do  not  require  taxpayer 

contact.    The  returns  processing  operations  will  be  consolidated  from  10 

centers  into  five  Submission  Processing  Centers. 
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•  Customer  Service  Centers:   These  centers  will  handle  taxpayer  questions, 
problems  and  issues  not  requiring  face-to-face  interaction,  such  as  tax  law 
and  procedural  questions,  forms  requests,  installment  agreements, 
adjustments  and  nonfiler  and  underreporter  issues.   These  activities,  which 
are  currently  performed  by  Service  Centers,  Automated  Collection  sites, 
Taxpayer  Service,  and  Forms  Distribution  toll-free  sites  will  be  consolidated 
into  23  Customer  Service  Centers. 

•  Computing  Centers:   Three  centers  will  be  responsible  for  corporate 
computing  instead  of  the  current  twelve.   This  past  July,  we  announced  the 
Computing  Centers  will  be  located  in  Memphis,  Tennessee;  Detroit  Michigan; 
and  Martinsburg,  West  Virginia. 

Before  the  end  of  the  year,  we  will  announce  the  selection  of  our  Customer 
Service  Centers  and  our  Submission  Processing  Centers.    By  consolidating  our 
computing,  returns  processing,  and  telephone  operations  into  fewer  sites,  we 
estimate  we  will  save  more  than  $500  million  over  a  ten  year  period. 

•  District  Offices:  We  will  be  redirecting  our  employee  resources  to  front-line 
compliance  and  customer  service  activities  to  improve  voluntary  compliance 
and  to  reduce  the  tax  gap  by  reinvesting  the  savings  realized  from  our 
streamlining  and  consolidating  efforts.  We  will  enhance  our  front-line,  face- 
to-face  taxpayer  contact  operations  in  each  of  our  district  offices,  utilizing  a 
more  balanced  approach  between  enforcement,  education  and  assistance 
and  more  advanced  research  and  analysis  of  taxpayer  segments.  In  addition, 
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we  will  also  be  testing  a  "shared  administrative  services"  concept  for 

centralizing  management  services. 
Submission  Processing  Centers 

We  will  be  able  to  consolidate  pipeline  operations  currently  performed  at  our 
existing  ten  service  centers  by: 

•  shifting  from  a  paper  remittance  processing  environment  to  an  information 
processing  environment  based  primarily  on  electronic  funds  transfer; 

•  increasing  the  volume  of  electronically  filed  returns  from  roughly  13  million 
to  our  goal  of  81  million  by  the  year   2001,  as  well  as  moving  towards  a 
truly  paperless  electronic  return;  and 

•  reformatting  most  remaining  paper  returns  and  documents  so  that  they  are 
submitted  and  processed  utilizing  an   answer  sheet  format. 
Submission  Processing  Centers  will  be  able  to  process  residual  paper 

transactions  much  more  quickly  than  in  today's  service  centers.   Our  new 
Document  Processing  System  (DPS)  will  let  us  optically  scan  the  information  on 
paper  documents  rather  than  transcribing  it  as  we  do  today.    Using  the  resulting 
electronic  information,  including  taxpayer  account  data,  IRS  employees  will  be  able 
to  resolve  errors  that  do  not  require  taxpayer  contact.   We  expect  these  new 
operations  to  greatly  improve  the  quality  of  our  service  and  decrease  our  direct 
contact  with  taxpayers. 
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Plans  to  transition  to  our  new  Submission  Processing  Centers  have  been 
developed  and  several  projects  are  already  underway.  Key  activities  over  the  next 
several  years  include: 

In  1994: 

•  The  Service  Center  Recognition  Input  Processing  System  (SCRIPS),  which 
will  be  used  for  character  recognition  of  simpler  documents,  was  installed  in 
our  Cincinnati  Service  Center  in  October  1993  and  testing  of  the  newly 
developed  scanning  applications  for  1099s,    Forms  1040EZ,  FTDs  and 
Forms  941  will  begin  early  next  year;  the  acquisition  of  remaining  equipment 
for  the  additional  SCRIPS  sites  will  also  take  place  during  the  early  part  of 
1994  so  that  equipment  installation  can  begin  by  October  1994. 

•  The  Document  Processing  System  contract  is  expected  to  be  awarded 
during  the  second  quarter  of  1994;  the  Austin  Service  Center  will  pilot  the 
new  imaging  equipment. 

•  Our  touchtone  telephone  system  for  filing  tax  returns,  TeleFile,  will  be 
expanded  beyond  the  State  of  Ohio  to  add  six  more  states  in  1994.    (  Those 
states  are  Indiana,  Kentucky,  Michigan,  West  Virginia,  South  Carolina,  and 
Florida.) 

•  The  TAXLINK  effort  for  electronic  funds  transfer  of  FTDs  will  continue;  the 
nationwide  TAXLINK  system  is  currently  under  development  and  will  begin 
processing  "live"  payments  in  1994;  in  addition,  the  lockbox  process  will  be 
expanded  to  include  additional  forms. 
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In  1995: 

•  Forms  1040A  and  taxpayer  correspondence  will  be  imaged  through  DPS; 
DPS  equipment  installations  will  also  begin  at  the  other  Submission 
Processing  sites. 

•  The  Cincinnati  Service  Center  will  process  Forms  1040EZ,    information 
returns,  FTDs  and  Forms  941  through  SCRIPS  and  will  also  begin  to  scan 
Forms  1040PC.  SCRIPS  processing  will  also  expand  to  other  sites.  With  this 
new  equipment,  we  will  process  more  than  175  million  documents. 

•  TeleFile  will  be  expanded  to  additional  states. 
TAXLINK  will  be  implemented  nationwide;  the  majority  of  tax  payments  will 
be  processed  either  via  electronic  funds  transfer  or  lockbox. 
Service  Centers  which  do  not  have  Submission  Processing   responsibilities 
will  experience  workload  reductions. 
In  1996: 

Forms  1040A  and  taxpayer  correspondence  will  be  processed   through  DPS 
at  all  Submission  Processing  sites;  additional  applications  will  be  piloted. 
Electronic  filing  of  Forms  5500,  1041,  1042,  1065  and  941  will  be 
available. 

TeleFile  should  be  available  nationally,  offering  yet  another  type  of  paperless 
filing  for  select  taxpayer  markets. 
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Customer  Service  Centers 

Today,  we  provide  account-related  telephone  and  correspondence  service  in 
many  types  of  locations  including  Automated  Collection  call  sites,  Taxpayer 
Service  toll-free  sites  and  service  centers.   Each  type  of  location  has  access  to  a 
different  set  of  tools  and  information  so  that  taxpayers  experience  differing  levels 
of  service.    Our  new  Customer  Service  concept  will  blend  these  activities.    When  a 
taxpayer  calls  with  an  account-related  issue,  we  will  no  longer  have  to  transfer  the 
taxpayer  from  one  location  to  another  because  of  our  limitations  on  information 
access  or  level  of  authority.   Taxpayers  should  be  able  to  resolve  almost  all  of  their 
issues  with  one  call. 

By  making  telephone  transactions,  rather  than  correspondence,  the  primary 
method  of  resolving  customer  information,  assistance  and  account  issues,  our  goal 
is  to  resolve  95  percent  of  taxpayer  inquiries  during  the  first  contact. 

Our  new  telephone  system  will  rely  on  Voice  Response  Unit  (VRU) 
capabilities  that  permit  callers  to  self-route  themselves  to  specially  trained 
Customer  Service  Representatives  or  to  various  interactive  systems.    Similar  to  our 
current  Tele-Tax  System  which  provides  refund  information  and  answers  to  basic 
tax  questions,  these  interactive  systems  will  enable  taxpayers  to  make  payments, 
enter  into  installment  agreements,  change  addresses,  request  forms  and 
publications  and  perform  other  transactions  without  the  need  to  wait  for  a 
Customer  Service  Representative. 
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Mr.  Chairman,  the  Subcommittee  was  especially  interested  in  knowing  how 
IRS  will  ensure  that  our  VRU  system  is  developed  so  that  it  will  satisfy  taxpayer 
needs.    In  order  to  be  effective,  we  know  that  our  telephone  menus  must  be  easy 
to  use  by  our  customers.   You  should  be  aware  that  the  use  of  VRUs  has  been 
underway  at  IRS  for  a  number  of  years.  Currently,  15  Taxpayer  Service  call  sites 
are  using  this  technology;  eight  were  installed  during  Fiscal  Year  1993.  We  will  be 
standardizing  and  expanding  these  applications  as  we  consolidate  telephone 
operations  in  our  new  Customer  Service  Centers.  To  ensure  the  final  system  is 
user-friendly: 
•       We  enlisted  the  help  of  the  Behavioral  Science  Research  Center  at  the 

Bureau  of  Labor  Statistics  to  ensure  that  the  most  current  industry  standards 
have  been  built  into  our  routing  scripts.   We  developed  a  set  of  standards 
and  guidelines  that  we  now  use  when  we  begin  developing  menu/script 
based  systems.   We  have  also  tested  the  routing  script  in  a  focus  group 
setting  with  taxpayers  before  installation.   Finally,  we  are  pilot  testing  a 
model  script  for  use  in  our  Customer  Service  Centers.   As  part  of  the  pilot, 
we  interviewed  taxpayers  who  had  used  the  routing  application  in  order  to 
measure  overall  satisfaction.    Eighty-six  percent  of  our  customers  expressed 
satisfaction  with  the  usability  of  the  telephone  routing  scheme.   As  we 
deploy  the  automated  routing  application  to  our  Customer  Service  Centers, 
we  will  continue  to  seek  feedback  from  our  customers  on  the  effectiveness 
of  our  menus  and  scripts. 
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•       For  the  past  two  filing  seasons,  the  IRS  has  tested  an  automated 

application,  TeleFile,  that  allows  taxpayers  to  file  a  Form  1040EZ  by  entering 
information  via  a  touch-tone  telephone.    Each  test  included  focus  group 
interviews  with  both  taxpayers  who  used  this  system  and  those  who  did 
not.   Customer  feedback  has  helped  us  to  determine  the  willingness  of 
taxpayers  to  file  their  returns  in  this  manner  and  to  improve  the  scripts  that 
we  ask  taxpayers  to  use. 

All  of  our  systems  will  allow  taxpayers  to  talk  to  Customer  Service 
Representatives  if  they  cannot  resolve  their  issues  through  the  VRU.    With  the  aid 
of  new  technology,  our  Customer  Service  Representatives  will  be  able  to  handle 
most  matters  during  the  initial  contact.    Under  our  new  concept  of  operations, 
Customer  Service  Representatives  will  be  available  16  hours  a  day  during  the  week 
and  8  hours  a  day  on  weekends.   Special  services  will  also  be  provided  to  non- 
English  speaking  and  hearing  and  visually  impaired  taxpayers. 

A  network  management  center  will  be  implemented  to  support  our  Customer 
Service  sites  and  manage  workload  as  a  corporate  responsibility.   Workload  will  be 
prioritized  and  distributed  among  sites  and  employees,  based  on  factors  such  as 
average  wait  time  and  type  of  assistance  required.   Through  this  corporate 
approach,  we  will  optimize  service  to  customers  nationwide. 

One  final  operating  concept  for  our  Customer  Service  Centers  is  significant. 
Under  today's  system,  we  often  have  to  contact  taxpayers  several  times  over  a 
period  of  years  to  resolve  all  the  issues  relating  to  their  tax  returns.   Under  our 
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Business  Vision,  issues  will  be  resolved  more  expeditiously,  relieving  taxpayers  of 
the  burdensome  costs  of  multiple  contacts.    By  processing  information  documents 
sooner  and  by  validating  income,  withholding  credits  and  various  issues  at  the  time 
of  filing  or  shortly  thereafter,  we  will  minimize  taxpayer  contacts  by  dealing  with 
them  only  once  with  a  single  notice.   Through  the  use  of  technology  to  support  our 
new  Business  Vision,  the  IRS  will  be  able  to  resolve  many  issues  without 
clarification  from  the  taxpayer.   When  taxpayer  contact  is  required,  the  notices  we 
send,  will  be  clear,  consistent  and  comprehensive. 

Plans  to  implement  our  Customer  Service  concept  of  operations  have  already 
been  developed  and  several  projects  are  already  underway.    Key  activities  over  the 
next  several  years  include: 

In  1994: 

•  The  Fresno  Service  Center,  the  Nashville  District  Office,  and  one  additional 
service  center  and  district  office  will  serve  as  prototype  Customer  Service 
Centers;  these  centers  will  test  our  blended  work  concept  as  well  as  making 
telephone  transactions  rather  than  correspondence  the  primary  method  for 
resolving  taxpayer  inquiries. 

•  New  Automated  Call  Distributors  will  be  installed  in  13  districts  and  three 
service  centers  in  support  of  our  new  Customer  Service  operations;  we  will 
continue  to  develop  our  Telephone  Routing  Interactive  System  (TRIS),  which 
was  pilot  tested  in  our  Cleveland  District  Office.   TRIS  will  provide  a 
standardized  automated  routing  system  that  permits  callers  to  direct 
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themselves  to  the  appropriate  source  of  assistance  and  provides  expanded 
opportunities  for  some  taxpayer  inquiries  to  be  resolved  by  the  automated 
system  without  an  IRS  employee  intervening. 

•  Universal  workstations  will  be  installed  at  four  sites  in  support  of  our 
Integrated  Case  Processing  System.    On-line  access  to  existing  corporate 
data  sources  will  be  available  through  these  workstations  so  that  employees 
will  have  the  information  they  need  to  resolve  taxpayer  inquiries  during  the 
first  contact. 

•  The  Workload  Distribution  Center,  which  will  manage  our  Customer  Service 
workload,  will  be  selected. 

In  1995: 

•  Customer  Service  Representatives  in  six  service  centers  and  six  district 
offices  will  be  trained.    By  the  end  of  the  fiscal  year,  we  will  have 
approximately  3,000  Customer  Service  Representatives. 

•  Development  of  interactive  VRU  applications  will  continue.   As  a  result,  we 
anticipate  improved  levels  of  service  as  more  calls  are  handled  by  the  VRU. 

•  Each  service  center  will  begin  to  migrate  to  the  telephone  concept. 

•  The  Integrated  Case  Processing  System  will  be  installed  at  twelve  additional 
sites. 

•  The  Customer  Service  Workload  Distribution  Center  will  begin  operations, 
allowing  for  the  nationwide  routing  of  telephone  calls  which  will  provide 
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taxpayers  with  additional  hours  of  access  to  IRS  assistors  and  reduced 
waiting  time. 
In  1996: 

•  All  selected  Service  Center  and  District  Office  Customer  Service  Centers  will 
begin  migrating  to  the  Customer  Service  concept;  approximately  10,000 
Customer  Service  Representatives  will  be  trained. 

•  Installation  of  ACDs  at  all  current  service  centers  will  be  completed. 

•  Installation  of  universal  workstations  will  continue;  major  components  of 
Integrated  Case  Processing  will  be  pilot  tested. 

•  The  ability  to  manage  telephone  calls  based  on  workload  priorities  will  be 
available. 

Computing  Centers:   This  July,  the  IRS  announced  that  we  will  be  operating 
with  three  centers  responsible  for  corporate  computing  instead  of  the  current 
twelve.   The  Computing  Centers  will  be  located  in  Memphis,  Tennessee;  Detroit, 
Michigan;  and  Martinsburg,  West  Virginia. 

The  primary  mission  of  the  Computing  Centers  is  to  support  IRS  tax 
processing  through  data  processing  and  telecommunications  infrastructure.   The 
three  Computing  Centers  will  maintain  and  update  tax  account  and  case  data. 
They  will  receive  all  electronic  and  magnetic  transmission  of  returns,  payments  and 
information  returns.    Data  from  paper  returns  that  are  received  and  processed  by 
our  Submission  Processing  Centers  will  be  transmitted  to  the  Computing  Centers 
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for  posting  to  taxpayers'  accounts.    Computing  Centers  will  also  perform  electronic 
processing  to  identify  any  issues  for  further  analysis  and  taxpayer  contact. 

The  migration  to  three  Computing  Centers  will  happen  over  a  number  of 
years.   The  first  changes  will  be  seen  in  1994  as  the  sites  are  being  prepared  for 
new  systems  and  some  initial  hardware  installation  begins.   The  complete 
migration  will  not  occur  until  the  1998-2000  timeframe  when  all  existing 
mainframe  systems  at  the  current  service  centers  are  retired. 

District  Offices:       As  these  organizational  changes  occur,  IRS  will  be 
putting  more  employees  to  work  on  front-line  compliance  and  customer  service 
initiatives  by  reinvesting  the  savings  realized  from  our  streamlining  and 
consolidation  efforts.    Working  with  the  Department  of  Treasury  and  the  Office  of 
Management  and  Budget,  we  are  currently  developing  a  reinvestment  strategy  to 
improve  voluntary  compliance  and  reduce  the  tax  gap.    In  general,  we  plan  to 
enhance  our  front-line,  face-to-face  taxpayer  contact  operations  in  our  districts, 
utilizing  a  better  balanced  approach  between  enforcement,  outreach  and  advanced 
research  and  analysis  of  taxpayer  segments.   Overall,  the  mission  of  our  District 
Offices  will  be  to: 

•  make  face-to-face  contact  with  taxpayers  to  resolve  compliance  issues, 

•  focus  on  improving  voluntary  compliance  levels  through  the  identification 
and  analysis  of  non-compliant  market  segments  and  the  formulation  of 
outreach,  education,  and  enforcement  strategies  to  address  those  segments, 

m 
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•       continually  improve  operations  to  provide  one-stop  service  and  reduce 

burden  by  decreasing  the  time  for  resolving  issues. 

Although  District  Office  employees  will  still  examine  returns,  assess 
delinquent  taxes,  collect  delinquent  accounts,  and  provide  education  and  outreach 
to  taxpayers,  we  will  be  moving  towards  a  leaner  management  structure  in  our 
District  Offices  to  be  more  responsive  to  the  needs  of  taxpayers.   The  Compliance 
Research  Information  System  (CRIS)  that  is  being  developed  will  provide  market- 
oriented  research  capability  to  identify  areas  of  non-compliance  and  devise  broad- 
based  techniques  to  improve  voluntary  compliance.    Field  employees  will  have 
remote  computing  capability  with  access  to  all  necessary  information,  including 
research  data,  to  facilitate  working  anywhere,  including  from  their  home  or  other 
locations.   The  Integrated  Case  Processing  System  (ICP)  will  meet  employees' 
complete  information  and  processing  needs  by  integrating  capabilities  currently 
residing  on  many  different  systems.  Productivity  and  quality  will  be  improved 
through  the  use  of  electronic  "case"  folders  in  which  all  relevant  taxpayer 
information  and  supporting  data  is  accumulated  for  easy  access  by  employees, 
enabling  them  to  resolve  taxpayer  issues  during  the  first  contact. 

During  Vice-President  Gore's  National  Performance  Review  (NPR),  the 
Treasury  Department  learned  about  our  ongoing  efforts  to  restructure  the  Helena 
District  and  selected  the  District  as  a  Reinvention  Lab.   The  Helena  District  has 
flattened  its  management  structure  and  blended  its  operations.   The  District's  use 
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of  multi-functional  teams,  mission-related  outcome  measures  and  empowerment  of 
first-line  employees  will  be  studied  for  application  to  other  IRS  offices. 

Resources  Management  Support  Strategy 

We  are  also  exploring  ways  to  centralize  the  delivery  of  professional  and 
administrative  resources  management  support  to  our  field  offices.   A  Resources 
Management  Support  Strategy  Group  was  formed  to  develop  the  concept  for 
managing  and  delivering  services  such  as  training,  personnel,  facilities,  equal 
employment  opportunity,  procurement  and  finance.   The  group's  recommendations 
included  centralizing  resources  management  activities  in  major  metropolitan  areas 
and  also  centralizing  smaller  office  activities  regardless  of  regional  or  geographical 
boundaries.    Next  year,  our  Administrative  Services  Center  (ASC)  in  Beckley,  West 
Virginia,  will  begin  testing  this  "shared  administrative  services"  concept.    ASC  will 
be  prototyping  systems  for  centralized  processing  of  finance,  personnel,  and 
facilities  transactions. 

Criminal  Investigation 

Mr.  Chairman,  as  you  may  know,  a  separate  reorganization  of  our  Criminal 
Investigation  (CI)  operations  is  also  underway.  This  reorganization  has  evolved 
from  many  sources  --  all  of  which  raised  questions  about  the  correct  organizational 
structure  for  the  most  effective  and  efficient  management  of  CI.    One  of  those 
sources  was  your  Subcommittee,  whose  report  on  IRS  Ethics  and  Integrity 
recommended  that  we  "Centralize  the  management  of  CID  operations  by  putting 
district  CID  management  directly  under  the  control  of  the  Assistant  Commissioner 
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for  CID  who  reports  directly  to  the  chief  operations  officer."   To  address  your 
Subcommittee's  concerns  and  those  of  other  stakeholders,  we  decided  to 
reorganize  Criminal  Investigation  around  the  following  parameters: 

•  The  Criminal  Investigation  Divisions  in  the  Districts  will  be  combined  to  form 
34  Key  District  Offices. 

•  The  Assistant  Regional  Commissioners  for  Criminal  Investigation  will  be 
reduced  from  seven  to  four,  will  be  designated  Directors  of  Investigation, 
and  will  report  directly  to  the  Assistant  Commissioner  for  Criminal 
Investigation  in  Washington,  DC. 

•  The  Assistant  Commissioner  will  become  the  functional  plan  manager  for 
Criminal  Investigation's  budget.  This  will  provide  consistency  in  funding  for 
operational  and  support  expenses  and  will  give  the  Assistant  Commissioner 
the  flexibility  to  reallocate  funds  when   unexpected  needs  arise. 

•  The  new  Office  of  National  Operations  will  formulate  national  policy,  develop 
procedures,  provide  program  guidance,  conduct  program  reviews,  and 
handle  all  matters  unique  to  Criminal  Investigation  program  areas. 

We  believe  this  reorganization  will  place  both  the  IRS  and  Criminal 
Investigation  in  a  better  position  to  meet  our  responsibilities  in  the  areas  of  tax 
administration  and  law  enforcement  and  will  facilitate  the  coordination  of  both 
national  and  international  investigations. 
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HUMAN  RESOURCES  PLANNING  FOR  THE  FUTURE 

No  matter  how  dramatic  the  business  redesign,  these  changes  will  be 
achieved  only  if  we  capitalize  on  the  investment  we  have  made  and  continue  to 
make  in  our  workforce.   As  we  move  forward,  our  overriding  goal  is  to  ensure  that 
all  our  employees  are  given  the  opportunity  to  help  us  transform. 

This  goal  requires  us  to  have  and  use  the  right  tools  -  human  resources 
policies,  systems  and  practices  which  enable  us  to  direct  our  employees'  valuable 
skills,  enhance  those  skills  and  retrain  for  new  career  paths  where  necessary,  and 
enlist  the  ideas,  energy  and  commitment  of  our  entire  workforce.    What  it  requires 
us  to  avoid  is  business  as  usual  and  reliance  on  outmoded,  bureaucratic 
organizational  structures,  theories,  rules  and  approaches.   We  are  continuing  our 
close  relationship  with  the  National  Treasury  Employees  Union  (NTEU),  that  will 
maximize  our  investment  and  ensure  the  success  of  the  transition  with  no 
disruption  to  tax  administration. 

Policy  Statement 

The  cornerstone  of  that  relationship  is  IRS'  commitment  to  its  workforce, 
which  we  have  made  explicit  in  our  Policy  Statement  P-0-1 12.    IRS  is  committed 
to  providing  the  opportunity  for  appropriate  retraining  and  continued  employment 
to  career  and  career-conditional  employees  whose  jobs  are  substantially  impacted 
by  new  technology.   There  will  be  new  opportunities  for  all  career  status 
employees  impacted  by  the  reinvention. 
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As  the  nature  of  our  work  changes,  new  jobs  will  emerge.    Since  fewer  total 
employees  will  be  needed  in  some  of  our  new  operations,  more  staff  can  be 
devoted  to  front-line  compliance  and  customer  service  initiatives  in  our  field 
offices,  with  the  goal  of  increasing  the  level  of  voluntary  compliance. 

We  are  currently  refining  site-by-site  workforce  transition  projections  which 
will  identify  the  specific  impact  on  jobs  and  employees.    Each  site  will  develop  a 
customized  redeployment/retraining  plan  based  upon  its  particular  timeframe  and 
new  organizational  mission  component.    Since  the  complete  transition  to  our  new 
operations  will  not  be  fully  achieved  until  the  late  1990's,  our  goal  is  to  use  the 
years  between  now  and  full  implementation  to  make  the  necessary  adjustments  in 
staffing  through  attrition,  retraining  and  staff  redirection. 

We  have  halted  new  career  hiring  in  operations  where  we  project 
productivity  savings  and  major  organizational  restructuring.   We  are  using  term 
appointments  -  time  limited,  non-career  appointments  -  to  deliver  current 
operations,  make  the  transition  to  the  future,  and  minimize  negative  impacts  on  our 
career  workforce. 

Through  a  centralized  Redeployment  Project  Office,  we  are  moving  ahead 
with  a  Servicewide  approach  for  the  future:  collecting  and  tracking  the  workforce 
and  attrition  data  we  need;  refining  placement  procedures  for  impacted  employees; 
and  preparing  for  selective  use  of  early  retirement  and  other  outplacement  tools. 
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Retraining 

Clearly  we  are  faced  with  a  major  investment  in  training  and  retraining.   The 
scale  of  that  investment,  and  the  critical  part  it  will  play  in  our  success,  demands  a 
training  capability  which  rivals  any  in  government  or  the  private  sector.     Over  the 
past  year,  we  have  been  building  the  Corporate  Education  concept  to  mobilize  all 
IRS  training  resources. 

To  meet  both  individual  and  organizational  performance  needs,  training 
courses  and  programs  will  be  integrated  into  competency-based  curricula  within 
four  distinct  but  integrated  "schools:"    Leadership/Management,  Taxation, 
Information  Technology,  and  General  Business.   These  schools  will  provide  courses 
in  tax  law,  accounting,  economic  and  financial  analysis,  information  system 
technologies,  and  other  skills  necessary  to  deliver  our  new  vision  of  tax 
administration. 

New  and  redesigned  courses  for  Customer  Service  Representatives  and 
other  new  occupations  will  provide  employees  with  the  knowledge  and  skills  they 
will  need  to  operate  in  the  new  environment.   The  key  efforts  are  well  underway: 

•  analysis  and  planning  for  retraining  costs  necessary  to  redeploy  staff  to 
front-line  compliance  and  customer  service  field  occupations, 

•  a  skills  assessment  process  which  will  identify  the  gap  between  current 
and  future  occupations,  allowing  us  to  maximize  potential  retraining  success 
on  an  individual  basis. 
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Future  objectives  also  include  partnerships  with  major  universities,  colleges 
and  other  institutions  of  learning;  college  accreditation  for  IRS  courses;  and  refined 
and  expanded  computer-based  training  systems. 

Reinvestment  Strategy 

We  all  know  the  seriousness  of  the  compliance  challenge  we  face. 
Reinvestment  of  the  staff  savings  from  new  ways  of  doing  business  can  contribute 
materially  to  closing  the  "tax  gap"   without  increasing  our  workforce.   A  strategy 
of  reinvestment  would  allow  the  Service  to  redirect  labor  cost  savings  to  other 
initiatives  which  yield  increased  voluntary  compliance  through  customer  service 
and  enforcement.    Sound  business  judgment  requires  that  we  capitalize  on  the 
investments  already  made  in  our  workforce  and  redirect  those  skills  to  pressing  tax 
administration  needs. 

Employee  Involvement 

Effective  communication  is  essential  to  all  our  objectives,  both  to  share 
plans  and  progress  with  all  employees  and  to  hear  their  ideas,  questions  and 
concerns.   To  accomplish  this,  we  have  enhanced  our  internal  communications 
capability  and  have  developed  a  Servicewide  communications  strategy  to  ensure 
that  our  employees  fully  understand  the  changes  we  are  making  and  have  input  to 
the  process.   Earlier  this  Fall,  we  launched  a  continuing  series  of  newsletters  to  our 
employees  to  explain  what  we  are  doing  and  why  we  are  doing  it.    IRS  Transitions, 
which  will  be  issued  quarterly,  will  provide  up-to-date  information  on  the  changes 
we  are  making  and  will  help  employees  put  the  changes  into  perspective.    Another 
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publication,  the  Managers'  Communications  Toolkit,  provides  our  managers  with  a 
series  of  tools  designed  to  help  them  respond  to  their  employees  questions  may 
have  about  IRS  plans  for  the  future. 

The  commitment  and  support  of  IRS'  entire  workforce  is  essential  to  achieve 
our  vision  of  the  future.    We  are  working  closely  with  NTEU  to  make  the  transition 
to  the  future  one  of  opportunity  for  our  employees. 

To  maximize  employee  involvement,  the  IRS  is  prototyping  the  socio- 
technical  work  system  design  process,  which  is  used  to  integrate  people,  work 
processes  and  technology  in  the  design  and  development  of  the  Document 
Processing  System  (DPS).    At  the  DPS  site  in  Austin,  Texas,  a  work  system  design 
team  has  conducted  a  Business  Environment  Analysis,  a  Technical  Analysis,  and  a 
Social  System  Analysis.   This  prototype  will  serve  as  a  model  for  cooperation  and 
system  integration  for  other  efforts  during  the  reinvention  process. 

Mistakes  Made.  Lessons  Learned 

We  have  learned  from  our  past  experiences.   The  roll-out  of  the  Automated 
Underreporter  System  is  one  example.   Our  communications  strategies  did  not 
provide  the  800  affected  employees  timely  and  complete  information;  and,  as  a 
result,  orderly  redeployment  and  retraining  clearly  suffered. 

Our  human  resources  plans  and  implementation  procedures  have  been 
substantially  modified  to  reflect  the  lessons  learned  from  the  AUR  experience. 
•        We  are  working  toward  a  partnership  understanding  with  NTEU. 
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•  The  site  decisions  are  being  explained  internally  and  externally  through  a 
comprehensive  and  tested  communications  plan. 

•  Our  workforce  transition  modeling  gives  us  site-  and  occupation-specific 
projections  to  help  manage  redeployment  and  retraining  efforts  and  target 
the  use  of  HR  tools. 

We  are  using  effective  planning  to  avoid  problems  we  have  experienced  in 
the  past. 
BENEFITS  OF  REINVENTION 

The  impact  of  all  the  changes  I  have  described  will  be  major.   They  will 
enable  us  to  move  ahead  on  all  fronts  toward  a  higher  level  of  organizational 
effectiveness. 

Taxpayers  have  benefitted  significantly  from  our  modernization  efforts  to 
date  and  will  experience  even  greater  levels  of  service  in  the  future.   Through 
projects  such  as  Electronic  Filing,  TeleFile,  and  Form  1040PC,  we  have  begun  to 
provide  taxpayers  with  a  variety  of  alternate  filing  methods,  all  of  which  are 
designed  to  reduce  taxpayer  burden,  reduce  errors  and  increase  our  processing 
efficiency. 

Corporate  Files  On-Line  gives  our  employees  improved  access  to  tax 
information  and  has  already  prevented  unnecessary  notices  for  3.3  million 
taxpayers.   Other  projects,  still  being  developed  and  tested,  will  provide  our  front- 
line compliance  personnel  with  automated  information  and  tools  that  will  enable 
them  to  resolve  taxpayers'  issues  and  concerns  at  the  initial  point  of  contact. 
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Under  our  new  Business  Vision,  taxpayers  will  benefit  even  further  from: 

•  expanded  filing  and  payment  options 

•  faster  refunds 

•  one-stop  customer  service  that  will  resolve  issues  95  percent  of  the  time 
with  just  one  contact 

•  improved  quality  and  level  of  service  provided  to  taxpayers 

•  earlier  issue  detection  and  resolution 

•  less  time  and  cost  in  dealing  with  IRS 

The  traditional  method  of  filing  the  Form  1040  will  be  gradually  replaced  by 
electronic  filing  and  simplified  Answer  Sheet  Returns.    By  the  year  2000,  IRS  also 
plans  to  offer  a  Return  Free  alternative  that  will  give  taxpayers  the  option  of  having 
IRS  automatically  complete  their  tax  returns  for  them. 

Our  Business  Vision  will  also  expand  the  payment  options  available  to 
taxpayers.   In  the  future,  several  methods  will  be  possible  for  payment  of  taxes 
including  credit  cards  and  electronic  funds  transfer. 

In  order  to  fully  achieve  the  benefits  available  under  our  Business  Vision, 
electronic  filing  must  become  the  principle  filing  method  for  large  preparers  and 
businesses  and  electronic  funds  transfer  must  be  used  for  Federal  tax  deposits, 
business  and  other  taxes.    Electronic  exchanges  are  not  unduly  burdensome  and 
are  becoming  the  accepted  way  of  doing  business. 

In  addition,  our  modernization  efforts  will  provide  enhanced  capabilities  for 
safeguarding  taxpayer  information.  IRS  considers  the  security  and  integrity  of  our 
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computer  systems  and  the  confidentiality  of  taxpayer  information  among  the  most 
important  responsibilities  we  have  to  the  American  public. 

With  the  benefits  of  modernization  come  significant  costs.  Not  pursuing  Tax 
Systems  Modernization,  however,  would  be  even  more  costly  in  the  long  run.  We 
estimate  that  implementing,  operating  and  maintaining  Tax  Systems  Modernization 
through  the  year  2008  will  require  an  additional  investment  of  $7.8  billion  above 
the  projected  $15.5  billion  cost  to  operate  and  maintain  our  current  antiquated 
systems  for  the  same  period.  Through  the  end  of  Fiscal  Year  1993,  the  IRS  has 
already  invested  approximately  $1.3  billion  of  this  amount. 

This  overall  investment  generates  substantial  taxpayer  and  IRS  benefits, 
including  reduced  or  avoided  costs,  interest  savings  and  increased  revenue 
estimated  at  $12.6  billion.    We  estimate  that  the  total  benefits,  less  the  net  cost  of 
$7.8  billion,  results  in  a  $4.8  billion  net  benefit  to  the  government.  In  addition,  we 
estimate  taxpayer  benefits  over  the  life  of  Tax  System  Modernization  will  include  a 
billion  fewer  hours  dealing  with  the  IRS  and  a  $5.4  billion  reduction  in  out  of 
pocket  expenses  paid  in  interest  and  tax  preparer  assistance  fees. 
NEXT  STEPS 

Reinventing  the  IRS  will  take  several  years,  but  we  have  already  begun  our 
journey.   We  have  developed  high  level  transition  plans  outlining  specific  actions 
needed  to  accomplish  our  vision  of  the  future.   These  plans  will  provide  us  with 
the  road  map  we  will  follow  in  moving  from  our  current  operating  structure  to  our 
new  environment.   We  have  already  selected  our  Computing  Centers,  and  will  soon 
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be  announcing  the  selection  of  our  Customer  Service  and  Submission  Processing 
sites. 

In  addition,  we  have  created  a  new  management  structure  to  oversee  our 
change  activities.   The  role  of  our  Tax  Systems  Modernization  Program  Manager 
has  been  elevated  and  expanded  to  become  the  Modernization  Executive,  with 
primary  responsibility  for  ensuring  that  the  business,  technological  and  human 
resource  components  of  our  Business  Vision  come  together  on  time  and  is 
consistent  with  our  overall  plans.   To  assist  this  executive,  officials  have  also  been 
named  to  oversee  implementation  of  our  new  organizational  components.   These 
executives  will  be  responsible  for  overseeing  our  transition  plans  and  will  also  work 
closely  with  the  other  senior  executives  who  are  responsible  for  defining  business 
requirements  and  managing  the  long-term  process  of  realigning  our  business 
functions. 

Although  these  actions  are  positioning  IRS  to  effectively  manage  change,  we 
realize  that  we  cannot  achieve  our  Business  Vision  without  the  active  support  of 
our  many  stakeholders  throughout  the  Administration,  Congress,  the  business  and 
practitioner  communities,  NTEU  and  the  public. 

Legislative  Support 

Mr.  Chairman,  we  will  need  the  continued  support  of  your  Subcommittee  to 
achieve  the  necessary  funding  for  our  modernization  initiatives,  as  well  as  the 
enactment  of  legislation  that  is  critical  to  reinventing  IRS.   The  following  legislative 
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provisions  that  support  our  efforts  to  reinvent  IRS  have  already  been  introduced 
and  are  pending  Congressional  action: 

•  Our  ability  to  use  reproductions  of  returns  stored  in  digital  image  format  as 
original  documents  would  reduce  paper  storage  and  retrieval.  (Currently  in 
H.R.  3419  "Tax  Simplification  and  Technical  Corrections  Act  of  1993".) 

•  A  provision  to  allow  payment  of  tax  via  credit  card  would  permit  the  IRS  to 
accept  payments  of  Internal  Revenue  taxes  by  any  commercially  acceptable 
means  that  the  Secretary  deems  appropriate,  including  credit  cards. 
(Currently  in  H.R.  3419.) 

•  A  provision  on  Federal-State  Cooperative  Agreements  would  explicitly 
authorize  the  Secretary  to  enter  into  voluntary  agreements  to  undertake  a 
wide  range  of  joint  activities  with  the  States,  including  joint  electronic  filing 
of  tax  returns.  (  We  are  working  with  the  Department  of  Treasury  to  improve 
this  legislation,  currently  in  H.R.  3419,  to  better  meet  our  needs.) 

•  A  provision  on  Electronic  Funds  Transfer  would  authorize  the  Secretary  to 
require  the  use  of  electronic  funds  transfer  for  payment  of  Federal  Tax 
Deposits.   This  proposal  is  currently  contained  in  the  Administration's 
NAFTA  legislation  and  will  be  phased  in  during  1994-1998.    The  IRS 
anticipates  a  significant  reduction  in  taxpayer  burden  as  we  phase  out  the 
current  paper-based,  manual  FTD  system. 
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In  conjunction  with  the  Department  of  Treasury,  we  are  also  exploring  how 
best  to  accomplish  our  objectives  of  increasing  the  volume  of  electronically  filed 
returns  as  well  as  moving  towards  paperless  electronic  returns. 
CONCLUSION 

Mr.  Chairman,  the  plans  for  reinventing  the  Internal  Revenue  Service  that  I 
have  described  are  an  aggressive  and  long-term  plan  that  will  bring  about  both 
significant  gains  in  service  to  our  customers-American  taxpayers-increase 
voluntary  compliance  while  at  the  same  time  improving  the  productivity  and  quality 
of  all  of  our  business  processes. 

The  Subcommittee's  continued  interest  and  support  of  this  effort  is  critical 
to  its  long-term  success. 

In  the  Appendix  of  my  written  statement,  I  also  included  the  information  you 
requested  regarding  the  steps  IRS  is  taking  to  meet  the  requirements  of  the  Chief 
Financial  Officers  Act  of  1990. 

Mr.  Chairman,  I  would  now  be  pleased  to  answer  any  questions  you  or  the 
other  Members  of  the  Subcommittee  have. 
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APPENDIX  APPENDIX 

Mr.  Chairman:   The  following  appendix  responds  to  your  request  for 
information  regarding  the  steps  IRS  is  taking  to  meet  the  requirements  of  the  Chief 
Financial  Officers'  Act  of  1990  (CFO  Act).    It  was  the  CFO  Act  which  designated 
the  Service  as  one  of  the  23  pilot  agencies  for  the  preparation  and  audit  of 
financial  statements  thereby  making  FY  1992  the  first  year  we  produced  financial 
statements  for  audit  by  the  General  Accounting  Office  (GAO).   The  FY  1992  audit 
provides  the  baseline  for  us  to  measure  future  improvements  in  financial 
management.    It  will  be  the  keystone  of  our  efforts  to  put  the  Service's  financial 
management  on  sound  footing  to  provide  full  accountability  to  the  President, 
Congress,  and  the  American  people. 

In  the  following  paragraphs,  I  speak  about  three  topics.   The  first  topic 
describes  efforts  at  improving  financial  management  at  the  IRS  before  passage  of 
the  CFO  Act.  The  second  topic  covers  the  General  Accounting  Office's  audit  of  our 
FY  1992  financial  statements  while  the  last  topic  concerns  our  implementation  of 
the  CFO  Act.   When  I  am  finished,  hopefully  I  will  have  imparted  a  sense  of  the 
commitment  we  have  made  to  implementing  the  full  intent  of  the  CFO  Act  with 
strong  financial  management  leadership. 

Efforts  to  improve  financial  management  at  the  IRS  started  well  before  the 
passage  of  the  CFO  Act.  As  GAO  correctly  points  out  in  its  audit  report,  prior  to 
1989  there  was  no  comprehensive  effort  devoted  to  improving  financial 
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management  at  the  IRS.    At  that  time,  we  were  operating  with  outdated 
accounting  systems  that  did  not  allow  us  to  adequately  account  for  the  operations 
of  our  organization.   We  knew  there  were  problems  but  did  not  know  to  what 
extent.    In  1988,  after  a  two-year  General  Management  Review  which  was  an 
unprecedented  joint  effort  between  IRS  and  GAO,  the  GAO  issued  a  report  titled 
"Managing  IRS:  Actions  Needed  to  Assure  Quality  Service  in  the  Future."   One 
section  of  the  report  was  devoted  to  improvements  needed  in  financial 
management  and  included  recommendations  to  establish  a  Chief  Financial  Officer, 
provide  more  focus  to  ensure  the  successful  implementation  of  a  new  automated 
financial  system,  prepare  financial  statements  and  have  them  audited,  develop  a 
comprehensive  cost  accounting  system,  and  include  the  IRS'  problems  in 
accounting  for  tax  accounts  receivable  in  the  Federal  Managers'  Financial  Integrity 
Act.    All  of  these  recommendations  have  been  adopted  and  implemented  except 
for  the  cost  management  system. 

As  GAO  noted,  we  have  made  important  strides  in  correcting  our  financial 
management  problems.   For  example: 

•  CFO  and  Controller  positions  were  established  in  1989  to  provide  financial 
management  leadership. 

•  Starting  in  FY  1991,  we  added  new  expertise  to  the  finance  organization, 
thereby  enhancing  our  accounting,  budgeting,  and  financial  analysis 
capabilities  in  the  process.   The  finance  organization  is  now  filled  with 
experienced  people  from  inside  and  outside  the  IRS  and  government. 
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•  New  accounting  software,  the  Automated  Financial  System  (AFS),  was 
implemented  Servicewide  at  the  beginning  of  FY  1993. 

•  A  cost  management  system  is  being  developed.    It  will  integrate  operational, 
financial  and  performance  data.   The  system  will  provide  decision  support 
information  on  the  cost  of  doing  business  to  managers  who  must  make 
decisions  on  how  best  to  run  their  operations.   The  discipline  of  a  cost 
management  system  will  force  us  to  look  at  all  our  processes  and  assess 
each  activity  in  the  process  as  a  value-added  or  non-value-added  component 
of  the  process.    In  order  to  facilitate  continuing  business  improvement,  the 
IRS  conducted  a  prototype  analyzing  the  processing  of  individual  tax  returns 
in  the  Cincinnati  Service  Center  (CSC)  in  FY  1992.    We  continue  to 
prototype  additional  processes  in  three  districts  and  the  CSC.    Servicewide 
implementation  is  scheduled  for  FY  1997. 

I  believe  that  IRS  has  made  considerable  progress  has  been  made  yet  most 
of  our  major  efforts  are  far  from  being  finished.  FY  1992  and  FY  1993  were  years 
of  transition  --  getting  the  bugs  out  of  new  systems,  developing  new  procedures 
and  coding  structures,  and  learning  new  systems  while  supporting  a  full  financial 
audit. 

RESPONSES  TO  GAP  FINANCIAL  AUDIT 

The  audit  of  our  financial  statements  by  GAO  was  a  watershed  for  the  IRS. 
It  marked  the  first  time  that  someone,  besides  ourselves,  has  looked  at  our 
systems  as  a  whole  and  rendered  an  opinion  as  well  as  recommendations  for 
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improvements.  One  of  the  benefits  of  an  audit  is  that  it  provides  the  impetus  for 
change.   Several  reports  have  been  issued  and  we  are  working  hard  to  make  much 
needed  corrections  to  our  systems  and  procedures.   Our  goal  is  to  have  an 
unqualified  opinion  by  FY  1995.    GAO  officials  have  stated  that  they  regard  the 
IRS  audit  as  a  model  for  cooperation,  openness,  and  a  willingness  to  address 
problems. 

During  the  course  of  the  audit,  GAO  noted  that  several  significant  matters 
which  we  are  in  the  process  of  addressing.   These  matters  are  directly  related  to 
specific  program  and  administrative  areas  and  as  such  will  be  discussed  in  the 
following  order:  revenue,  tax  accounts  receivable,  seized  assets,  property  and 
equipment,  management  of  operating  funds,  computer  controls,  and  reports 
required  by  the  Federal  Manager's  Financial  Integrity  Act  (FMFIA). 
Revenue 

GAO  reported  that  the  IRS  cannot  provide  detailed  information  on  the 
amount  of  excise  and  social  security  taxes  actually  collected,  therefore,  trust  funds 
that  are  financed  by  excise  taxes  are  also  being  subsidized  by  the  general  fund, 
and   subsidies  to  the  Social  Security  Trust  fund  cannot  be  precisely  determined. 

We  agree  that  the  Service  is  not  in  compliance  with  the  reporting  of  excise 
tax  collections.   We  have  always  believed  that  the  difference  between  actual 
collections  and  the  assessments  on  which  we  base  our  reports  is  not  significant. 
At  the  present  time,  we  are  working  to  determine  the  amount  of  the  difference. 
Any  decision  to  redesign  the  entire  excise  tax  system  must  address  several  crucial 
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issues  including  cost  benefit  and  the  impact  on  other  agencies  involved  in  the 
process.   We  are  particularly  sensitive  to  the  impact  of  requiring  detailed  trust  fund 
information  from  the  taxpayers  with  each  payment.   These  payments  are  made 
twice  monthly  and,  currently,  there  are  approximately  70  abstracts  reported  on  the 
Quarterly  Federal  Excise  Tax  Return,  Form  720.    The  abstract  data  is  processed 
and  converted  into  the  trust  fund  data  within  the  tax  processing  system  with  no 
interaction  on  the  part  of  the  taxpayer.    Rather  than  moving  the  management  of 
the  trust  fund  data  to  the  taxpayer,  it  may  be  more  advantageous  for  us  to  pursue 
legislation  to  report  trust  fund  data  based  on  liabilities  in  keeping  with  our  practice 
of  certifying  the  trust  fund  transfers  based  on  the  filing  of  the  tax  return. 
We  also  agree  with  the  GAO  recommendation  that  we  expand  our 
assessment  of  the  revenue  information  needs  of  other  agencies  and  provide  such 
information  as  appropriate.   We  will  explore,  with  GAO  and  other  outside  agencies, 
information  on  excise  taxes  that  will  aid  in  the  administration  of  these  funds.   In 
fact,  in  the  past  we  have  furnished  whatever  statistics,  analyses  or  other 
information  that  was  requested,  except  for  that  prevented  by  disclosure  laws.    In 
addition,  we  have  invited  agency  representatives  to  attend  seminars  and  to 
accompany  us  on  field  visits  in  order  to  better  understand  IRS  reporting  systems 
and  to  enhance  our  relations.    Where  there  is  agreement  that  better  and  more  cost 
effective  tax  administration,  will  result  we  will  pursue  legislative  remedies  to 
barriers  that  would  impede  meeting  our  objectives. 
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GAO  also  reported  that  there  are  fundamental  deficiencies  in  IRS'  ability  to 
analyze  and  summarize  its  revenue  related  records.   Since  the  period  covered  by 
the  report  we  have  been  in  the  process  of  establishing  certain  authority  of  the  CFO 
relating  to  revenue  accounting.   The  CFO  function  is  providing  expanded  guidance 
and  direct  involvement  in  establishing  and  monitoring  the  inclusion  of  appropriate 
accounting  standards  and  requirements  in  the  various  aspects  of  our  revenue 
accounting  activities  and  systems.    His  office,  in  conjunction  with  Returns 
Processing  revenue  accounting  staff,  is  exploring  ways  to  more  accurately  match 
revenue  information  to  the  correct  accounting  periods.   We  will  strive  to  report 
these  revenues  on  our  consolidated  financial  statements  to  improve  the  accuracy 
of  the  financial  data.   We  also  established  a  new  function  under  the  CFO  to 
identify  weaknesses  in  our  internal  controls  and  to  monitor  the  cross  functional 
corrective  actions. 

Tax  Accounts  Receivable 

GAO  reported  that  the  Tax  Accounts  Receivable  balance  was  overstated  for 
financial  reporting  purposes. 

Since  the  period  covered  by  GAO's  report,  we  have  made  significant  strides 
in  evaluating  our  assessments  and  excluding  certain  assessments  from  accounts 
receivable.   As  an  additional  measure,  we  have  installed  new  review  processes 
designed  to  prevent  erroneous  assessments  from  being  made.   We  have  also 
initiated  two  studies  to  reexamine  the  current  collection  process. 
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Under  the  guidance  of  the  Accounts  Receivable  Executive  Officer,  we  have 
pulled  together  representatives  from  the  various  functions  that  impact  on  accounts 
receivable.  This  team  will  study  the  characteristics  of  accounts  and  assessments 
that  make  up  our  accounts  receivable  balances.   They  will  then  define  what 
accounts  should  be  reported  for  financial  reporting  purposes  while  maintaining 
accurate  information  on  all  our  program  receivables. 

A  key  recommendation  by  GAO  is  to  modify  our  methodology  for 
determining  the  collectibility  of  receivables.   We  believe  our  methodology  is  the 
appropriate  starting  point  to  measure  collectibility  and  will  modify  it  to  bring  it  in 
line  with  the  recently  issued  standards  set  forth  by  the  Federal  Accounting 
Standards  Advisory  Board.   In  the  interim,  we  conducted  a  statistical  study  on 
accounts  receivable  for  our  FY  1992  financial  statement  and  we  will  continue  to 
report  on  that  basis  until  our  methodology  has  been  refined. 

Seized  Assets 

GAO  reported  that  the  Service  had  neither  the  systems  nor  the  procedures  in 
place  to  provide  a  reasonable  assurance  that  asset  seizures  and  disposals  were 
accurately  reported  on  a  timely  basis. 

The  IRS  seizes  assets  under  criminal  statutes,  Criminal  Investigation 
Function,  and  civil  statutes,  Criminal  Investigation  (CI)  and  Collection  (CO) 
Functions.   We  have  initiated  corrective  actions  in  both  functions.   Reconciliations 
between  general  ledgers  and  records  maintained  by  the  district  offices  were  done 
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for  FY  1992,  but  not  completed  before  the  end  of  testing  for  the  audit.   We  are 
presently  reconciling  these  records  for  the  FY  1993  audit.   Based  on  FY  1992 
reconciliations  we  do  not  expect  material  adjustments  to  our  general  ledgers. 

During  FY  1993,  CI  entered  into  a  Memorandum  of  Understanding  with 
Customs  for  the  management  and  disposition  of  the  majority  of  its  administratively 
seized  assets.   They  also  updated  their  field  handbook  to  reflect  several  procedural 
changes.   They  have  been  working  to  improve  their  inventory  tracking  system.    It 
is  anticipated  that  this  redesign  will  go  Servicewide  during  FY  1994.    With  the 
implementation  of  this  system,  CI  will  update  their  field  handbooks  for  systemic 
changes.   On  October  1,  1993,  CI  became  part  of  the  Treasury  Asset  Forfeiture 
Fund  (FUND).   In  order  to  report  beginning  balances  to  the  FUND,  CI  is  currently 
performing  reconciliations  with  the  Marshals  Service,  the  Service's  Finance 
Function  and  the  Customs'  contractor. 

Collection  is  currently  piloting  an  internally  developed  inventory  tracking 
system.    It  is  anticipated  that  this  system  will  go  Servicewide  during  FY  1994. 
With  the  implementation  of  this  system,  CO  will  update  their  field  handbooks.   In 
addition,  CO  is  exploring  available  asset  management  options  to  provide  guidance 
for  effective  use  of  this  system. 

Property  and  Equipment 

GAO  reported  that  our  ADP  inventory  records  were  unreliable  for  managing 
and  reporting  purposes  because  we  had  not  instituted  controls  to  ensure  that  the 
information  maintained  by  the  ADP  inventory  system  was  current  and  accurate. 
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In  order  to  ensure  accountability  over  property  and  equipment  as  well  as 
other  assets,  we  have  focused  the  authority  and  responsibility  for  improved 
financial  management  systems  and  financial  reporting  with  our  CFO.   The  CFO  and 
the  Chief  Information  Officer  (CIO)  are  coordinating  immediate  actions  to  create 
appropriate  standards,  requirements  and  controls  to  ensure  the  integrity  of  the 
management  and  financial  information  contained  in  the  ADP  inventory  system. 

Under  their  oversight,  the  Service  has  conducted  a  physical  inventory  of 
ADP  hardware,  commercial  software,  Telecommunication  and  Data  Communication 
equipment  for  FY  1993.    Pricing  guides  were  issued  to  the  field  prior  to  the 
inventory  process  and  guidance  on  how  to  conduct  the  physical  inventory  process 
was  included  in  the  interim  Standard  Operating  Procedures  (SOP)  released  August 
30,  1993.    In  addition,  on  site  guidance  was  offered  during  the  National  Office 
Computer  Resource  Management  System  (CRMS)  staff  review  process.   CRMS 
Coordinators  have  rolled-up  the  FY  1993  inventory  data  to  National  Office  where 
an  analysis  is  being  performed  to  identify  potential  areas  of  concern.   (Based  on 
any  concerns  noted,  additional  guidance  will  be  developed  and  the  inventory 
perfected  prior  to  December  31,  1993.) 

In  the  long-term,  members  of  the  CFO's  staff  will  work  with  the  project 
team  that  is  redesigning  the  ADP  property  tracking  system  to  ensure  that 
management  and  financial  information  requirements  are  identified  and  incorporated 
into  the  system.   As  the  effort  progresses,  the  SOP  will  be  updated  to  reflect 
system  enhancements.   One  such  enhancement  will  be  the  ability  of  the  system  to 
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produce  an  asset  report  which  will  enable  accounting  records  to  be  reconciled  with 
inventory  records.    In  addition,  the  CFO  and  the  CIO  are  also  working  on 
identifying  the  most  appropriate  means  to  track  cost  information  related  to  in- 
house  software  development. 

Management  of  Operating  Funds 

GAO  identified  significant  weaknesses  in  the  systems  and  processes  IRS 
uses  to  manage,  spend,  account  for,  and  report  on  its  operating  funds.   They  also 
noted  that  the  Service  could  not  ensure  that  expenditures  for  goods  and  services 
were  proper  because  of  fundamental  control  weaknesses  in  our  payment 
processes. 

The  Service  had  already  begun  several  corrective  action  items  in  this  area. 
In  FY  1992  a  new  accounting  system  was  brought  on  line  in  the  National  Office 
and  Central  Region.    Implementation  Servicewide  occurred  during  FY  1993.    With 
Servicewide  implementation  complete,  the  IRS  now  possesses  an  integrated 
accounting  and  budget  system  with  a  standard  general  ledger  (SGL)  that  complies 
with  all  GAO,  Office  of  Management  and  Budget  (OMB)  and  Joint  Financial 
Management  Improvement  Program  (JFMIP)  core  requirements.   We  have  also 
scheduled  the  implementation  of  a  commitment  accounting  module  for  FY  1994. 

In  addition  to  the  new  accounting  system,  we  have  issued  operational 
guidelines  to  plan  managers,  allocated  funds  on  a  quarterly  basis  rather  than  an 
annual  one  and  prohibited  movement  of  funds  between  appropriations  by  plan 
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managers.  During  our  Annual  Business  Review,  we  emphasized  the  importance  of 
adherence  to  appropriation  controls. 

Currently,  we  are  working  on  several  other  efforts  such  as:  enhancing  the 
accounting,  budgeting  and  systems  training  in  operations  and  the  reconciling  of  old 
cash  balances  with  the  balances  being  brought  forward  from  the  old  accounting 
system. 

Computer  Controls 

GAO  identified  weaknesses  in  controls  over  access  by  computer  support 
staff  to  computer  programs  and  data  files,  and  weaknesses  in  monitoring  the  use 
of  these  resources  by  computer  staff  and  users. 

We  are  placing  much  stronger  emphasis  on  the  implementation  of 
procedures  and  guidelines  related  to  access  controls  and  monitoring.    We  are 
revising  our  internal  management  documents  to  strengthen  these  guidelines  where 
needed,  and  we  are  strengthening  management  review  to  ensure  compliance. 
Also,  we  are  enhancing  the  audit  trail  systems  to  better  report  activity  of  users  and 
computer  support  personnel. 

GAO  also  reported  that  they  identified  weaknesses  in  controls  of  centrally 
developed  programs  which  ensure  that  correct  versions  are  in  operation,  and 
controls  over  programs  developed  locally  at  field  site.   We  formed  a  team  to 
identify  requirements  for  automated  procedures  and  related  guidelines  to  provide 
change  and  version  controls,  and  are  now  testing  off-the-shelf  software  packages 
which  contain  version  control  features.   We  will  revise  our  internal  management 
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documents  to  strengthen  documentation  and  scheduling  requirements  of  all  locally 
developed  computer  runs. 

GAO  identified  weaknesses  in  the  testing  of  our  disaster  recovery  plan  to 
ensure  that  the  Service's  Master  File  records  would  be  reasonably  accurate  and 
current  in  the  event  of  major  interruption  of  operations.   Disaster  recovery 
guidelines  were  approved  and  distributed  in  February  1993.    This  has  elevated  the 
Service's  recovery  posture  for  the  computing  centers.   We  are  procuring  computer 
systems  during  1994  and  additional  space  and  facilities  in  mid-1995,  for  a  total 
Corporate  Contingency  operation  at  each  of  our  computing  centers.    A  complete 
test  of  the  disaster  recovery  plan  for  our  Master  File  computing  center  will  be 
finished  in  1993.    Additional  major  recovery  tests  are  planned  between  our 
computing  centers. 

FMFIA 

GAO  reported  that  although  the  Service  identified  nine  material  weaknesses 
in  its  FY  1992  assurance  statement  to  the  Secretary  of  the  Treasury,  it  did  not 
disclose  the  severity  of  its  internal  control  and  accounting  weaknesses. 

The  Service  had  already  taken  several  actions  to  strengthen  its  management 
control  program.   Last  December,  we  established  a  Senior  Council  for  Management 
Control  chaired  by  the  Deputy  Commissioner,  with  the  CFO  as  deputy  chair.   The 
membership  of  this  group  also  includes  the  Chief  Compliance  Officer,  the  Chief 
Information  Officer,  and  the  Chief  Inspector.   The  Council  will  hold  executives 
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accountable  for  ensuring  that  weaknesses  are  identified  and  that  corrective  actions 
eliminate  weaknesses.    In  support  of  this  charge,  the  Council  has  met  with  all 
executives  responsible  for  correcting  weaknesses  identified  as  a  result  of  the  FY 
1992  reviews  to  discuss  the  status  of  their  corrective  action  plans  and  the 
effectiveness  of  completed  corrective  actions.    Further,  the  Council  used  its  active 
oversight  of  corrective  actions  taken  in  response  to  Internal  Audit,  Inspector 
General  and  GAO  audit  recommendations  as  an  independent  avenue  for  verifying 
the  thoroughness  of  IRS's  FY  1993  FMFIA  self-assurance  process. 

To  improve  the  administrative  focus  and  visibility  of  the  management  control 
program,  we  have  reorganized  the  program  to  consolidate  its  dispersed 
responsibilities  into  a  single  office  of  Management  Controls  within  the  CFO's 
organization.   By  concentrating  these  resources,  we  will  ensure  the  development  of 
consistent  guidance  and  training,  and  an  orderly  administration  of  the  various 
program  elements. 

We  recognize  the  need  to  educate  management  about  its  internal  control 
responsibilities  and  have  already  taken  steps  to  increase  managers'  awareness  by 
providing  clearer,  more  specific  guidance  in  the  instructions  for  FY  1993  assurance 
letter,  and  by  directly  involving  districts  and  service  centers  in  the  assurance  letter 
process.   In  addition,  the  Senior  Council  conducted  a  video  conference  with 
Regional  Commissioners  and  FMFIA  coordinators  to  convey  its  expectations  and  to 
solicit  support  for  the  FY  1993  assurance  process.   We  have  also  laid  the 
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foundation  this  year,  through  regular  telephone  calls  and  meetings,  for  improved 
communication  with  the  headquarters  and  field  staff  who  coordinate  the  reviews. 
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Mr.  Spratt.  I  will  turn  to  Mr.  Cox  first,  if  you  have  any  ques- 
tions. 

Mr.  Cox.  One  of  the  things  that  I  hope  that  we  are  making 
progress  on  is  redesign  of  the  forms  that  IRS  sends  to  taxpayers 
and  that  taxpayers  use  to  comply. 

How  is  the  Service  organized  in  this  respect?  How  often  do  you 
review  the  forms?  Who  does  it?  What  is  the  procedure? 

Ms.  Richardson.  I  will  give  you  a  more  general  answer  and  let 
someone  give  you  the  specifics.  We  are  constantly  reviewing  our 
forms.  It  is  a  process  that  is  ongoing  throughout  the  year.  We  have 
a  forms  and  publications  division  that  specifically  focuses  on  this 
issue.  I  think  they  do  an  outstanding  job  of  trying  to  interpret  and 
make  simple  provisions  that  are  not  particularly  simple. 

When  we  have  tax  law  changes,  they  work  to  get  the  forms  up- 
dated and  revised  to  reflect  those  changes.  So,  it  is  an  ongoing 
process. 

We  are  also  concerned  about  the  complex  forms.  I  think  when- 
ever there  is  complexity,  it  tends  to  cause  confusion  and  errors.  Ob- 
viously, it  is  in  our  interest,  as  well  as  the  taxpayers'  interest,  to 
have  things  as  simple  as  possible. 

I  think  that  it  is  fair  to  say  that  we  could  probably  make  im- 
provements in  some  areas.  There  are  other  areas  where  I  think  it 
is  virtually  impossible  to  make  improvements  without  some  serious 
changes  in  the  tax  laws  and  simplification  of  these  tax  laws. 

Mr.  Cox.  I  wonder  if  I  could  ask  you  who  does  this,  how  many 
people  with  what  regularity? 

Mr.  Dolan.  We  have  a  variety  of  feedback  loops  that  nominate 
for  us  candidate  forms  or  parts  of  forms.  The  most  wholesale  way 
that  we  get  that  feedback  is  in  our  sites,  because  we  monitor  the 
incoming  traffic,  and  we  can  tell  about  sections  of  forms  and  issues 
that  are  problematic. 

The  other  thing  we  do  is  that  we  have  a  fairly  systematic  set  of 
focus  groups  that  actually  hold  meetings  around  the  country  each 
and  every  year  getting  feedback.  They  attempt  to  identify  from  our 
sources  of  intelligence,  either  a  family  of  forms  or  issues;  we  want 
to  find  out  what  is  hard  about  the  form  and  ask  what  parts  are 
problematic.  We  also  have  a  regular  exchange  with  a  whole  family 
of  practitioners  who,  in  their  interactions  with  us,  also  see  prob- 
lems with  schedules  or  forms. 

Mr.  Cox.  So  you  have  a  good  source  of  information  about  the 
problems?  Who  is  tasked  with  solving  the  problems? 

Mr.  Dolan.  We  have  a  division  that  prior  to  the  last  reorganiza- 
tion sat  in  the  taxpayer  service  organization.  It  was  a  division  that 
is  made  up  of  people  who  have  expertise  in  the  tax  law  and  also 
have  forms  design  capability. 

[The  information  follows:] 

There  are  53  employees  (technical  and  clerical)  in  the  Tax  Forms  and  Publications 
Division  who  work  on  forms.  In  addition,  there  are  9  employees  in  Publishing  Serv- 
ices who  work  on  forms  design. 

Mr.  Dolan.  They  are  the  people  who  actually  take  the  form  con- 
tent, the  ideas,  and  put  it  into  design.  We  have  moved  those  folks 
together  as  a  part  of  this  last  reorganization.  They  have  some  pret- 
ty significant  computer  gear  that  allows  them  to  get  the  best  bene- 
fit of  graphics  and  use  of  ideas. 


78-709  -  94  -  3 


62 

Mr.  Cox.  Is  it  the  job  of  a  person  who  works  in  this  division  to 
work  on  form  redesign  all  the  time? 

Mr.  Dolan.  Absolutely. 

Ms.  Richardson.  It  is  a  full-time  job. 

Mr.  Dolan.  There  is  a  constant  inventory.  Most  driven  by  feed- 
back we  have  as  to  existing  forms  that  are  difficult. 

Mr.  Cox.  The  reason  I  asked  is  that  I  gathered  it  was  probably 
an  in-house  function  and  it  was  probably  the  full-time  job  of  some- 
body who  works  for  the  Service.  But  I  find  that  after  all  of  the  en- 
ergy that  we  have  thrown  at  this  problem,  the  forms,  even  those 
that  are  used  by  individual  taxpayers,  remain  prolix,  turgid,  con- 
fusing and  worse.  I  wonder  if  we  have  considered  how  much  it 
might  cost  to  empanel  a  group  of  high  school  English  teachers  or 
advertising  copywriters  to  look  at  "reinventing"  the  paperwork  that 
people  use  to  pay  their  taxes? 

Mr.  Dolan.  We  have  done  those  kinds  of  things.  We  don't  have 
a  standing  relationship  with  a  group  like  that. 

Mr.  Cox.  I  realize  that,  as  the  Commissioner  points  out,  the  law 
is  sufficiently  convoluted  that  it  is  almost  hopeless.  It  is  going  to 
be  confusing  no  matter  what  you  do.  But  in  many  cases,  at  least 
based  on  my  own  experience  when  I  am  attempting  to  find  out 
what  the  law  requires  of  me,  the  English  gets  in  the  way.  The 
forms  are,  frankly,  written  in  a  confusing  way  which  compounds 
the  problem  that  the  tax  law  itself  is  confusing. 

Mr.  Dolan.  I  think  that  is  a  very  good  idea.  It  is  a  place  where 
we  have  done  some  outreach.  We  probably  could  and  should  do 
more. 

Mr.  Cox.  I  bet  you  a  high  school  English  teacher  would  be 
thrilled  for  the  opportunity  to  pound  some  common  sense  into  that 
paperwork.  Just  a  thought. 

Ms.  Richardson.  I  think  that  is  a  good  suggestion. 

Mr.  Cox.  In  the  legislation  which  the  Service  seems  to  be  sug- 
gesting, there  is  an  indication  that  you  would  like  authority  from 
Congress  to  require  electronic  filing  in  some  cases. 

I  wonder  if  you  could  explain  precisely  when  and  where  you 
would  require  electronic  filing  in  the  future. 

Ms.  Richardson.  I  think  that  our  hope  is  to  convert  a  number 
of  the  business  taxpayers  to  electronic  filing.  And  I  think  with  busi- 
nesses over  a  certain  size,  it  would  make  good  sense  to  do  that.  As 
you  know,  electronic  filing  reduces  the  error  rate.  And  I  think  it  is 
much  more  efficient  for  both  the  taxpayer  and  for  the  Service. 

We  also  have  been  looking  at  different  options  for  trying  to  re- 
quire individuals  to  file  electronically.  I  think  it  might  be  a  little 
bit  more  difficult  to  mandate  filing  electronically  for  individuals. 
We  have  looked  at  having  the  possibility  of  return  preparers  who 
prepare  more  than  a  certain  number  of  returns  perhaps  moving  to 
electronic  filing.  But,  ultimately,  it  depends  on  whether  their  cli- 
ents wanted  to  do  it  or  not.  In  the  business  arena  is  where  I  think 
we  have  the  most  success  for  imposing  requirements  for  electronic 
filing. 

Mr.  Cox.  Right  now,  the  incentive,  to  the  extent  that  one  exists, 
is  the  promise  of  a  more  prompt  refund  if  one  is  in  order.  Those 
that  are  not  entitled  to  a  refund  have  no  incentive  to  file  electroni- 
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cally  at  present.  Would  you  favor  Congress  legislating  some  incen- 
tives? For  example,  a  discount  for  people  who  file  electronically? 

Ms.  Richardson.  I  might  disagree  a  little  bit  with  you  that  there 
is  no  incentive.  I  think  a  major  incentive  is  accuracy.  Right  now, 
as  you  know,  when  you  file  a  paper  return,  we  then  transcribe  a 
lot  of  the  information,  i.e.,  it  is  input  by  an  individual.  As  you 
know,  that  can  lead  to  errors.  Therefore,  the  accuracy  rate  with 
electronic  filing  is  significantly  better.  And  I  think  there  is  a  seri- 
ous advantage  to  taxpayers  to  file  electronically. 

I  don't  know  that  I  have  given  a  lot  of  thought  to  what  kind  of 
incentives  we  might  build  in.  I  am  not  prepared  today  to  answer 
whether  it  is  appropriate  to  give  a  discount  or  not.  But,  I  think  a 
number  of  options  are  going  to  have  to  be  taken  into  account  if  we 
are  going  to  move  to  our  goal  of  the  80  million  electronically  filed 
returns. 

I  will  say  that  our  plans,  as  we  have  discussed  here  today  and 
in  our  written  testimony,  are  not  premised  upon  80  million  elec- 
tronic filers  but  I  think  61  million.  We  are,  therefore,  cognizant  of 
the  fact  that  80  million  is  a  very  optimistic  number. 

Mr.  Westfall.  If  I  could  add  to  this,  a  taxpayer  who  chooses  to 
file  electronically  basically  is  freed  from  the  burden  of  taking  com- 
pleted tax  forms  from  a  practitioner,  as  an  illustration,  and  going 
through  the  mailing  process.  The  error  percentage  rate  on  an  elec- 
tronically filed  return  today  is  less  than  2  percent.  Because  of  all 
the  manual  handling  that  we  have  in  our  Service  centers,  the  error 
rate  for  paper  returns  between  the  mistakes  that  the  taxpayer 
makes  and  the  mistakes  that  we  make,  is  18  percent.  So  there  are 
a  lot  of  fallouts  that  take  place  from  paper  processing  that  are 
eliminated  for  the  taxpayer  who  chooses  the  electronic  route. 

The  other  thing  I  would  emphasize  is  that  we  do  view  electronic 
activity,  both  for  returns  and  remittances,  as  being  an  essential 
component  of  the  future.  Our  objective  is  to  work  aggressively  at 
as  many  options  as  we  can  to  move  as  much  of  the  activity  in  the 
system  electronically.  Some  of  those  might  take  the  form  of  man- 
dates and  legislation.  Hopefully,  a  lot  of  them  will  take  the  form 
of  conveniences  to  the  taxpayer  or  incentives  for  the  taxpayer,  such 
as  the  capability  of  the  taxpayer  to  file  through  a  PC  individually 
at  a  point  in  time  in  the  system. 

The  ability  to  file  electronically  in  an  IRS  office  is  another  exam- 
ple. There  are  a  whole  range  of  things,  some  of  which  are  being 
worked  on  today  and  others  which  are  still  under  consideration. 
One  of  the  things  that  we  are  considering  is  the  kinds  of  incentives 
that  might  be  feasible. 

Mr.  Cox.  As  you  increasingly  rely  upon  electronic  filing  and  ad- 
vancing technology  to  reduce  some  of  the  manual  labor  that  pres- 
ently is  required,  it  strikes  me  that  you  have  an  opportunity  to  re- 
duce your  work  force.  I  infer  from  the  testimony  that  the  Service 
has  pledged  that  all  career  and  career  conditional  employees  in  jobs 
affected  by  new  technology  will  be  given  the  opportunity  for  contin- 
ued employment  at  the  same  grade  level. 

Is  that  something  that  we  really  ought  to  be  writing  in  stone? 
Shouldn't  we  offer  ourselves  the  opportunity  to  reduce  substantially 
the  number  of  employees  that  the  Service  maintains? 
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Ms.  Richardson.  Well,  that  commitment  was  made  by  one  of  my 
predecessors  as  we  embarked  on  the  Tax  Systems  Modernization 
effort.  I  think  that  when  you  look  at  the  compliance  levels  that  we 
have  today,  you  recognize  that  for  every  percentage  point  increase 
in  the  voluntary  compliance  level  you  could  produce  between  $7  bil- 
lion and  $10  billion  annually.  So  if  we  could  raise  compliance  levels 
8  percent,  or  up  to  the  90-percent  range,  we  could  make  a  signifi- 
cant impact  in  raising  revenue. 

We  really  feel  that  the  more  prudent  thing  would  be  to  reinvest 
our  productivity  savings  in  frontline  compliance  positions  and  tax- 
payer service  positions  so  that  we  could  handle  an  increasing  work- 
load with  approximately  the  same  staffing  we  have  today  and  also 
make  a  significant  impact  on  compliance  levels. 

Mr.  Westfall.  Mr.  Cox,  I  might  add  that  we  think  that  the  com- 
mitment to  our  employees  under  the  policy  statement  is  an  essen- 
tial part  of  what  we  are  doing  to  reinvent  IRS.  We  need  to  save 
those  skills,  those  human  resources,  and  as  the  Commissioner  has 
indicated,  reinvest  them  into  the  system  for  the  purpose  of  impact- 
ing voluntary  compliance,  if  at  all  possible. 

Mr.  Cox.  How  many  employees  does  the  Service  have  presently? 

Ms.  Richardson.  We  have  approximately  115,000. 

Mr.  Westfall.  About  115,000  full-time  equivalents.  Of  course, 
the  number  of  employees  that  are  on  board  at  the  peak  of  our  filing 
season  runs  into  the  high  120's  or  low  130's. 

Mr.  Cox.  I  don't  think  the  Congress  should  be  in  the  business  of 
micromanaging  any  executive  branch  department  but  we  ought  to 
be  offering,  if  you  will,  a  board  of  directors'  policy.  I  wonder  wheth- 
er in  a  private  sector  organization  comprising  115,000  employees 
we  would  consider  it  prudent  to  tie  our  hands  concerning  the  po- 
tential for  reducing  payroll  overhead  if  we  were  going  to  spend  a 
whole  lot  of  money  on  computer  modernization  which  would  obviate 
the  need  for  some  of  the  labor  that  is  presently  being  performed. 

Mr.  Dolan.  Within  the  parameters  of  that  policy  statement  that 
says  that  permanent  employees  would  not  lose  a  job  as  a  result  of 
modernization,  we  have  done  a  number  of  things  over  the  last  cou- 
ple of  years  to  make  sure  that  our  flexibility  is  enhanced.  For  ex- 
ample, today  in  a  Service  center  when  we  hire  a  new  person,  we 
do  not  hire  a  new  permanent  person.  We  hire  somebody  on  a  term 
appointment.  Our  attrition  hires,  while  they  have  slacked  off,  still 
represents  5  percent  a  year. 

We  are  trying  our  best  to  be  sure  that  when  we  backfill  areas 
that  are  going  to  be  most  affected  by  modernization,  that  we  are 
not  bringing  in  a  skill  base  permanently  only  to  watch  it  go  away 
in  2  or  3  years.  I  don't  think  we  are  building  ourselves  a  wall  that 
we  will  run  against. 

We  have  a  timeline  that  takes  us  out  7  or  8  years.  We  think  a 
combination  of  natural  attrition,  prudent  backfilling,  and  the  abil- 
ity to  use  technology  to  shift  the  work  in  this  interim,  puts  us  in 
a  position  to  take  advantage  of  some  of  the  natural  kinds  of  attri- 
tion and  issues  without  having  to  do  what  some  private  sector  folks 
have  done,  which  is  draw  a  line  in  the  sand  and  say  10,000  people 
are  gone.  We  think  that  would  be  disastrous  as  to  what  we  are  try- 
ing to  pull  off  with  this  modernization  effort  over  a  longer  timeline. 
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Ms.  Richardson.  One  of  the  important  differences  between  our 
situation  and  the  private  sector  is  that  we  are  not  free  to  drop  a 
line  of  business  that  is  not  as  productive  as  all  other  lines  of  busi- 
ness. We  have  to  continue  processing  the  tax  returns  and  doing 
things — maybe  not  as  productively  as  we  would  like  to  in  the  short 
term  or  medium  term — but  we  have  to  continue  doing  them  to  pro- 
tect the  revenue  stream  that  is  coming  in.  So  we  are  not  nec- 
essarily free,  as  Ms.  Dolan  said,  to  just  say,  tomorrow  X-number 
of  people  will  be  gone.  On  the  other  hand,  through  attrition  I  think 
we  feel  that  we  can  meet  the  goals  of  the  policy  statement  and  our 
commitments  to  our  employees  even  if  we  were  to  reduce  staffing 
somewhat. 

Mr.  Cox.  Just  to  wrap  up  this  particular  subject  and  to  return 
the  time  to  the  chairman,  has  the  Service  made  a  commitment  to 
contribute  a  certain  number  of  positions  to  the  Vice  President's 
goal  of  reducing  overall  Federal  employment? 

Ms.  Richardson.  We  have  definitely  made  the  commitment  and 
have  actually  implemented  the  first  part  of  the  Executive  order  re- 
ductions, our  pro  rata  share  of  the  100,000  FTE's  that  were  man- 
dated in  February  by  President  Clinton.  We  are  still  taking  a  look 
at  where  we  are  vis-a-vis  the  remaining  part  of  the  Vice  President's 
NPR  goals.  OMB  is  in  the  process  of  sorting  through  how  some  of 
those  relate  to  National  Performance  Review  recommendations  and 
how  they  might  impact  on  us.  We  are  not  in  a  position  yet  to  know 
exactly  what  we  will  be  doing  about  the  150,000— additional  gov- 
ernmentwide  FTE  reduction  as  part  of  the  NPR. 

Mr.  Dolan.  As  I  follow  on  to  that,  and  I  think  I  might  have  been 
well  served  to  answer  your  earlier  question  with  reference  to  this 
as  well.  Over  the  last  3  years  we  have  taken  7,000  staff  years 
worth  of  productivity  reductions  based  on  productivity  gains.  They 
are  one  part  quid  pro  quo  that  has  always  been  there  for  invest- 
ment and  technology.  Many  of  those  Tax  Systems  Modernization 
projects  were  explicitly  sold  on  the  basis  of  a  return  in  productivity. 

So  we  are  3  years  into  a  cycle  of  taking  that  kind  of  a  reduction 
as  a  result  of  the  installation  of  technology.  And  part  of  that  7,000 
would  include,  I  believe,  about  1,300  that  would  be  our  share  of  the 
first  leg  of  the  Vice  President's  cut. 

Mr.  Cox.  I  wonder,  the  Vice  President's  number  was  over  a  quar- 
ter of  a  million  employees.  What  is  the  IRS'  number  that  is  part 
of  that? 

Mr.  Dolan.  The  only  number  that  we  have  and  have  applied,  as 
the  Commissioner  said,  is  the  first  100,000  of  that  which  came  as 
a  result  of  an  Executive  order.  I  think  the  balance  of  this  will  play 
out  in  the  discussion  of  the  1995  budget. 

Mr.  Cox.  What  was  the  IRS  share  of  the  100,000? 

Mr.  Dolan.  I  believe  it  is  in  the  neighborhood  of  1,300  but  if  you 
would  allow  me  to  provide  that  number  for  the  record. 

[The  information  follows:] 

Through  FY  1995,  the  FTE  number  is  5,050  as  the  IRS  share  for  meeting  the 
President's  objective. 

Ms.  Richardson.  It  was  a  4-percent  reduction. 
Mr.  Cox.  There  has  been  since  January  a  reduction  of  employees 
at  the  Service  of  1,300? 
Ms.  Richardson.  It  was  over  a  3-year  period. 
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Mr.  Dolan.  It  comes  in  two  pieces.  We  have  spread  a  reduction 
at  the  SES,  15  and  14  grade  levels.  The  other  is  if  we  have  taken 
a  gross  reduction,  I  will  provide  those  numbers  for  the  record. 

[The  information  follows:] 

Excluding  temps,  the  number  has  dropped  2,712  employees — from  100,140  em- 
ployees as  of  January  23,  1993,  to  97,428  as  of  November  13,  1993. 

Mr.  Cox.  Does  the  Service  have  significantly  fewer  employees  in 
November  1993  than  it  did  in  January  1993?  And  do  you  know 
what  number? 

Ms.  Richardson.  Could  we  provide  the  precise  number  for  the 
record? 

Mr.  Cox.  Yes. 

[The  information  follows:] 

Fiscal  year  Permanent       Temporary  Total 

1993:  Jan.  23,  1993  (pay  period  01)  100,140  20,736  120,876 

1994:  Nov.  13,  1993  (pay  period  22)  97,  428 12,924  110,352 

The  drop  in  seasonal  employees  reflects  normal  business  conditions  in  our  Service 
centers  during  nonfiling  season. 

Mr.  Cox.  I  think,  frankly,  that  we  ought  to  look  for  every  oppor- 
tunity of  reducing  the  cost  of  collecting  taxes,  and  since  we  are 
raising  the  cost  of  collecting  taxes  by  investing  in  new  technology, 
I  hope  that  there  is  some  offsetting  benefit. 

Mr.  Dolan.  The  other  side  of  that  equation  is  one  that  we  do  not 
resist  the  opportunity  to  talk  about.  Yesterday  I  sat  in  an  oper- 
ations review  with  each  of  our  seven  Regional  Commissioners.  We 
were  reviewing  field  productivity.  Our  field  productivity  is  up  over 
last  year.  Our  collection  personnel  on  average  brings  in  over  a  half 
a  million  dollars  a  person,  about  $535,000  this  year.  This  is  an- 
other way  we  try  to  maintain  our  responsibility  back  to  the  govern- 
ment at  large  and  make  sure  that  the  field  application  of  our  col- 
lection resource  is  consistently  being  applied  in  as  productive  a  way 
as  possible. 

The  exam  personnel  are  a  little  richer  in  some  programs.  They 
are  aware  that  we  try  to  focus  our  absolute  management  attention 
in  terms  of  you  getting  the  return  on  the  investment  you  are  due. 

Mr.  Cox.  The  chairman  has  been  generous  with  the  time  and  I 
yield  back.  I  thank  you  for  your  responses. 

Mr.  Spratt.  As  I  understand,  on  page  14  of  your  written  state- 
ment you  expect  to  save  about  $500  million  over  10  years  as  a  re- 
sult of  this  TSM  program? 

Ms.  Richardson.  Yes,  that  is  correct. 

Mr.  Spratt.  That  includes  the  reorganization,  the  downsizing  as 

well? 

Mr.  Dolan.  The  $500  million  is  over  and  above  the  estimated 
savings  from  TSM.  It  is  additional  savings  that  accrues  as  a  result 
of  reinventing  the  IRS.  We  had  done  the  original  math  on  TSM. 
After  that  was  done,  we  came  back  in  and  revisited  the  additional 
potential  for  productivity  gains.  The  $500  million  that  comes  as  a 
result  of  the  second  exercise. 

Mr.  Spratt.  The  $500  million  is  a  productivity  gain  over  and 
above  the  gains 
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Ms.  Richardson.  The  number  comes  from  our  announcements  on 
the  Service  center  consolidations  and  the  way  that  our  business  vi- 
sion is  going  to  play  out.  It  is  going  to  reduce  the  cost  of  the  mod- 
ernization effort.  It  is  not  precisely  geared  to  the  productivity  sav- 
ings we  were  talking  about  in  connection  with  the  Executive  order 
or  the  National  Performance  Review. 

Mr.  Westfall.  Mr.  Spratt,  the  $500  million  specifically  is  re- 
duced costs  that  we  would  have  incurred  under  the  original  Tax 
Systems  Modernization  projections  and  it  is  associated  with  con- 
solidations of  operations  from  large  numbers  of  locations  into 
smaller  ones. 

For  instance,  we  are  consolidating  our  computer  operations  into 
three  consolidated  corporate  computing  sites.  That  produces  for  us 
space  savings  and  it  also  produces  cost  savings  for  the  purchase  of 
equipment. 

We  are  doing  the  same  things  in  our  consolidated  submission 
processing  and  customer  service  center  operations.  The  reductions 
in  costs  relate  to  these  efforts. 

Mr.  Spratt.  So  these  are  physical  cost  reductions,  equipment,  of- 
fice space,  as  opposed  to  personnel  savings? 

Mr.  Westfall.  And  the  operation  of  computer  systems  as  op- 
posed to  the  actual  productivity  of  people  on  the  line. 

Mr.  Spratt.  Now,  once  you  accomplish  the  reorganization,  paid 
for  the  software  and  purchase  the  hardware,  do  these  savings  in- 
crease? I  know  you  are  on  a  cash  accounting  basis  so  that  you  have 
fixed  assets  mixed  in  here  with  real  estate  expenses.  Do  you  get 
a  savings  stream  that  grows  when  you  don't  have  to  reincur  the 
software  costs  and  the  fixed-assets  cost? 

Mr.  Westfall.  The  answer  is  yes  on  a  recurring  basis,  but  let 
me  explain.  Under  Tax  Systems  Modernization,  which  was  basi- 
cally an  objective  of  ours  to  update  the  technology  of  the  Service, 
we  projected  over  a  several  year  period  the  total  cost  of  doing  all 
of  this  upgrading  and  modernization  work.  Now  what  we  have  done 
is  to  figure  out  a  way  to  streamline  the  business  of  IRS. 

Basically,  what  we  have  done  is  found  a  way  to  reduce  the  pro- 
jected cost  of  Tax  Systems  Modernization  primarily  through  con- 
solidations. For  example,  part  of  the  savings  takes  place  in  buying 
fewer  equipment  configurations  and  reducing  the  space.  Part  of  the 
savings  relates  to  the  maintenance  of  that  over  time.  And  so  you 
incur  a  combination  of  both. 

Mr.  Spratt.  Is  the  Service  a  leasee  in  most  of  its  facilities  or 
does  GSA  own  those  facilities?  Do  you  have  to  pay  anything  for  fa- 
cilities' costs  to  the  GSA  if  they  own  it? 

Mr.  Dolan.  The  General  Service  Administration  has  bought  a 
number  of  our  Service  center  plants  over  the  last  5  or  6  years.  We 
do  still  pay  in  that  environment.  We  pay  a  fee  so  we  basically  pay 
a  user  fee,  whether  it  is  a  leased  facility  or  a  government-owned 
facility. 

Mr.  Spratt.  What  struck  me  about  this  number,  $500  million 
over  10  years,  it  is  not  a  very  big  savings.  That  is  one  reason  I  was 
pursuing  exactly  what  it  represented.  That  didn't  strike  me  as  an 
enormous  savings. 

Mr.  Philcox.  Maybe  I  can  clarify  a  little  bit.  In  the  initial  eco- 
nomic analysis  that  we  did  with  TSM,  it  showed  that  we  would 
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have  about  a  $7.8  billion  total  capital  investment  that  we  would  be 
making  in  equipment,  software  development,  and  operations 
throughout  the  economic  period,  which  would  last  until  the  year 
2008. 

As  I  recall,  the  productivity  savings,  the  savings  in  processing 
costs  and  interest  and  that  sort  of  thing,  totaled  over  $11  billion 
if,  in  fact,  we  were  able  to  put  that  technology  in  based  on  the 
plans  that  we  laid  out  for  TSM. 

So  we  had  a  net  benefit  around  that  capital  investment  in  the 
neighborhood  of  more  than  $4  billion.  What  Mr.  Westfall  is  indicat- 
ing is,  that  now  based  on  the  consolidations  and  that  sort  of  thing 
that  we  have  gone  forward  with,  we  have  found  that  the  reduction 
in  our  capital  investment  costs  will  be  about  $500  million.  The  sav- 
ings is  still  there,  so  the  $4  billion  plus  in  overall  savings  through- 
out that  economic  period  is  still  part  of  the  equation. 

Mr.  Spratt.  And  operating  costs? 

Mr.  PHILCOX.  That  is  operating  costs,  which  is  different.  This 
$500  million  speaks  only  to  the  capital  investment  cost  reductions 
that  result  from  these  consolidations  that  we  are  talking  about. 

Mr.  Spratt.  You  mentioned,  Madam  Commissioner,  that  this 
will  require  a  lot  of  retraining  on  the  part  of  Service  personnel. 
They  are  going  to  have  to  become  more  specialized  and  more  adept 
in  smaller,  narrower  areas.  Do  you  think  that  your  existing  work 
force  is  up  to  it? 

One  of  the  reasons  I  was  pursuing  the  last  line  of  questions,  I 
was  wondering  whether  you  were  squirrelling  away  some  savings 
to  use  for  personnel  retraining  and  things  of  this  nature.  Could  you 
keep  part  of  what  you  save  to  make  your  work  force  more  capable 
of  meeting  the  challenge? 

Ms.  Richardson.  Well,  I  think  that  the  work  force  is  clearly  up 
to  it.  I  think  it  is  also  clear  that  people  will  have  to  be  retrained. 
Certain  kinds  of  jobs  will  disappear.  Some  just  won't  exist  any- 
more. We  think  that  those  people  can  be  retrained  to  help  us  with 
our  taxpayer  service  and  compliance  efforts. 

I  don't  think  we  are  squirrelling  away  our  savings  as  such,  since 
we  are  unable  to  do  that.  But  it  is  clear  that  we  need  to  upgrade 
the  kind  of  training  that  we  will  have  to  provide.  We  feel  like  we 
have  resources  there  for  training  today  that  maybe  are  not  being 
used  as  effectively  as  they  could  be.  We  have  a  whole  new  concept 
in  our  corporate  education,  if  you  will,  that  we  are  about  to  embark 
on  that  will  really  reflect  a  whole  different  concept  of  training.  I 
think  this  will  help  us  produce  a  much  more  professional  work 
force  in  the  future. 

Mr.  Spratt.  I  didn't  mean  to  make  that  seem  to  be  pejorative, 
because  in  Vice  President  Gore's  report  he  notes  that  if  you  allow 
agencies  to  take  some  of  the  savings  they  can  realize  through  reor- 
ganization and  apply  it  toward  still  further  efficiencies  or  quality 
improvements,  then  they  have  a  strong  incentive  to  do  that,  and 
I  was  wondering  if  that  was  built  into  your 

Ms.  Richardson.  That  is  certainly  part  of  our  thinking,  and  I 
think  that  the  plans  that  we  will  be  unveiling  over  the  next  few 
months  for  retraining  and  corporate  education  are  really  very  excit- 
ing and  innovative  in  many  ways. 
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Mr.  Spratt.  How  much  do  you  need  in  the  way  of  legislation  and 
where  do  you  stand  with  the  Congress  on  getting  the  sort  of  legisla- 
tion you  need  to  pave  the  way  for  this  electronic  future?  There  is 
a  bill,  H.R.  3419  that  has  certain  provisions  in  it.  Is  that  adequate? 

Ms.  Richardson.  There  are  some  provisions  that  are  in  H.R. 
3419  that  we  feel  that  we  need.  There  are  also  some  other  things 
that  have  not  made  it  into  the  legislation  that  we  will  need  in  the 
future.  We  are  currently  sorting  through  those  things  now  with 
Treasury  and  will  look  forward  to  working  with  you  all,  on  this 
committee  and  other  committees,  to  try  to  get  the  kind  of  legisla- 
tion we  need. 

The  credit  card  legislation  is  currently  in  H.R.  3419,  the  "Tax 
Simplification  Technical  Corrections  Act."  Along  with  other  provi- 
sions dealing  with  Federal-State  cooperative  agreements  and  digi- 
tal imaging.  If  that  bill  for  some  reason  does  not  pass  or  we  do  not 
get  those  tnings,  we  clearly  will  need  them  in  not  too  many  more 
years  in  order  to  make  our  business  vision  a  success. 

As  part  of  NAFTA  we  also  have  some  electronic  funds  transfer 
provisions  that  will  help  us  speed  up  Federal  tax  deposits. 

Mr.  Spratt.  This  is  a  counterpart  of  the  Customs'  modernization 
system  that  is  in  NAFTA,  then? 

Ms.  Richardson.  Yes. 

Mr.  Spratt.  I  was  playing  an  opportunity  out.  If  you  would  like 
to  submit  what  you  think  you  need  beyond  3419,  we  would  be  glad 
to  have  it  in  the  record.  We  are  not  the  authorizing  committee 
but 

Ms.  Richardson.  We  have  a  number  of  things  that  we  are  work- 
ing on  with  Treasury  now,  and  we  will  be  authorized  to  talk  about 
them  fairly  soon.  We  would  very  much  appreciate  your  assistance 
with  those  legislative  provisions. 

[The  information  follows:] 

Legislative  Proposals — Reinventing  the  ERS 

The  following  five  proposals  were  supported  in  written  testimony  during  the  hear- 
ing by  the  Department  of  the  Treasury  Assistant  Secretary  for  Tax  Policy.  These 
five  were  also  submitted  along  with  draft  legislative  language  to  the  Department 
of  the  Treasury  by  the  Commissioner  on  December  9,  1993.  They  are  currently  being 
reviewed  by  the  Department  for  inclusion  in  an  Administration  bill  to  this  Congress. 

(1)  Electronic  Filing  of  Returns. — Authorize  the  Secretary  to  prescribe  by  regula- 
tions the  extent  and  conditions  under  which  the  filing  of  returns  will  be  required 
to  be  made  by  magnetic  media  or  electronic  transmission. 

(2)  Alternative  Methods  for  Verifying  Returns. — Authorize  the  Secretary  to  provide 
for  alternative  methods  of  verifying,  signing,  and  subscribing  returns  and  other 
statements. 

(3)  Alternative  Methods  for  Submitting  Attachments  to  Electronically  Filed  Re- 
turns.— Authorize  the  Secretary  to  prescribe  alternative  methods  of  submitting  writ- 
ten declarations,  statements,  or  other  documents  required  by  the  Internal  Revenue 
Code  to  be  attached  to  any  return. 

(4)  Use  of  Reproductions  of  Returns  Stored  in  Digital  Image  Format. — Provide  that 
reproductions  from  digital  images  have  the  same  legal  status  as  original  documents. 

(5)  Payment  of  Tax  by  Credit  Card. — Permit  payment  of  Internal  Revenue  taxes 
by  credit  card  and  other  commercially  acceptable  means  that  the  Secretary  deems 
appropriate. 

Mr.  Spratt.  Mr.  Peterson  is  pointing  out  to  me  that  part  of  the 
legislation  that  we  are  discussing  is  being  a  big  assistance  to  the 
reorganization  and  TSM,  in  general,  falls  in  the  area  of  Federal- 
State  agreements  to  cooperate  with  jurisdictional  requirements  in 
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different  States.  And  I  believe  you  have  been  doing  this  with  my 
home  State  of  South  Carolina  for  a  number  of  years. 

Why  do  you  need  a  Federal  statute  to  accomplish  it?  Maybe  you 
just  need  an  enlightened  State  government  like  South  Carolina  all 
over  the  country. 

Ms.  Richardson.  As  you  know,  we  have  had  a  long  and  very 
fruitful  relationship  with  South  Carolina.  In  fact,  we  recently  gave 
them  an  award  for  outstanding  partnering  efforts  with  us.  They 
have  been  one  of  the  leaders  in  fostering  cooperative  tax  adminis- 
tration. We  do  need  some  additional  provisions  that  are  not  actu- 
ally even  in  H.R.  3419,  which  we  are  working  on. 

Mr.  Dolan.  They  principally  are  in  the  area  of  disclosure.  Right 
now,  any  kind  of  cost  sharing  is  pretty  ineffective  given  the  fact 
that  at  the  moment  we  are  not  doing  any  cost  sharing.  We  are  cur- 
rently bearing  the  load  of  that.  If  there  was  cost  sharing,  it  would 
go  back  to  the  general  fund  as  opposed  to  being  able  to  be  factored 
into  a  business  decision  between  the  State  and  the  Federal  Govern- 
ment. 

That  is  the  legislation  that  we  would  hope  to  get  moving,  expand- 
ing what  both  we  and  the  States  want  to  do  more  of  in  this  area. 

Mr.  Spratt.  One  of  the  concerns  about  moving  to  this  paperless 
system  and  this  electronic  filing  is  that  while  we  want  to  see  an 
Internal  Revenue  Service  that  is  more  efficient  and  more  effective, 
and  one  where  taxpayers  who  call  in  can  get  ready  answers,  the 
bottom  line  is  revenue  collection.  And  the  government  obviously 
has  to  be  concerned  about  the  efficacy  of  these  methods  to  collect 
revenue  better  than  we  are  collecting  it  now. 

I  believe  you  note  in  your  testimony  that  the  tax  gap  between 
what  is  the  aggregate  tax  liability  of  the  economy  and  what  we  are 
actually  collecting  is  growing,  not  diminishing.  And  the  collectables 
problem  is  still  there  but  the  tax  gap  problem  is  even  a  bigger 
problem.  Do  you  think  that  the  electronic  system  holds  the  answer 
for  the  tax  gap?  Do  you  think  it  will  help  us  diminish  or  narrow 
this  gap? 

Ms.  Richardson.  It  is  certainly  going  to  help  us.  I  don't  think 
it  is  the  complete  answer.  I  think  stepped-up  compliance  and  en- 
forcement efforts  will  have  to  be  coupled  with  an  increased  empha- 
sis on  electronic  filing  and  the  whole  speedup  of  returns  processing. 

One  of  the  problems  that  we  have  today  results  from  the  fact 
that  it  takes  quite  a  bit  of  time  from  the  time  the  taxpayer  files 
the  return  to  the  time  we  make  contact  with  the  taxpayer,  it  can 
be  2  years  or  sometimes  longer. 

During  that  time,  a  number  of  things  could  have  happened.  If  we 
could  get  to  people  sooner  and  handle  their  problems  more  prompt- 
ly, we  feel  that  it  will  go  a  long  way  toward  alleviating  some  of  the 
compliance  problems  we  see  out  there  today. 

Clearly,  we  have  to  step  up  our  compliance  and  enforcement  ef- 
forts. We  are  doing  a  lot  in  that  area  too  to  try  to  attack  things 
on  a  wholesale  rather  than  a  retail  basis  through  our  Compliance 
2000  program.  Try  to  do  things  up  front  before  people  get  into 
problems  rather  tnan  afterwards,  you  know,  and  they  find  them- 
selves in  an  audit. 

I  think  it  is  a  panoply  of  things,  but  very  important  and  key  to 
a  lot  of  what  we  want  to  do  in  the  modernization  effort.  The  online 


71 

access  to  information  to  resolve  an  account  problem  early  is  very 
critical. 

Again,  when  it  takes  months,  or  maybe  years,  to  resolve  some- 
thing, you  frequently  end  up  with  a  collection  problem  or  some- 
thing that  is  not  collectable.  Whereas,  if  you  can  get  there  prompt- 
ly, you  can  probably  either  get  the  money  or  work  out  a  payment 
schedule  so  that  we  can  ultimately  get  paid. 

Mr.  Dolan.  One  of  the  other  things  that  has  been  painful  to  us 
is  the  inability  to  use  the  data  that  we  possess  from  our  current 
systems  structure.  We  only  keystroke  into  our  data  systems  a  frac- 
tion of  what  comes  in  on  the  face  of  a  tax  return. 

What  happens  in  the  electronic  method  is  that  all  of  the  informa- 
tion is  available  to  us  digitally.  That  allows  us  to  figure  out  where 
the  real  compliance  pockets  are  instead  of  having  to  deal  on  a  gross 
level  with  a  fractional  amount  of  data  that  the  taxpayer  has  al- 
ready provided  us.  We  will  have  a  system  that  is  a  lot  more  respon- 
sive in  terms  of  timing  and  we  will  be  able  to  segment  and  know 
what  is  happening  in  a  particular  industry.  We  will  also  identify 
what  is  happening  given  a  convergence  of  a  particular  set  of  eco- 
nomic phenomena,  and  that  will  allow  us  to  influence  people's  com- 
pliance behavior  rather  than  the  broad  brush  way  that  we  are  lim- 
ited to  in  today's  environment. 

Mr.  Spratt.  Mr.  Peterson,  do  you  have  any  questions?  Mr.  Cox. 

Mr.  Cox.  One  general  area  that  I  hope  we  can  focus  on  in  addi- 
tion to  all  that  we  have  discussed — and  I  am  not  quite  sure  what 
I  would  do  about  it  if  I  were  Commissioner,  but  it  is  a  real  prob- 
lem— is  that  the  IRS  overall  behaves,  perhaps  not  surprisingly,  as 
a  bureaucracy.  In  some  fashion  we  have  got  to  get  individuals  who 
work  at  the  IRS  to  respond  as  people  would  respond  in  normal 
places  of  business  to  customers  making  inquiries  and  so  on. 

I  will  give  you  an  example  that  I  think  is  very  simple.  I  have  got 
many  other  examples  through  casework  in  my  district  office,  in- 
volving much  more  complex  problems  with  the  Service.  But  this 
one  is  very  simple  and  will  lend  itself  to  discussion  in  5  minutes 
in  a  hearing  of  this  sort. 

This  is  a  constituent  letter  I  received  on  October  28  from  an  ar- 
chitect. He  hired  an  independent  contractor  and  filed  a  Form  1099. 
By  the  way,  there  were  no  independent  contractor  problems  in  this 
example.  My  constituent  followed  the  rules,  and  the  person  he 
hired  really  was  an  independent  contractor. 

On  September  29,  he  received  a  form  letter  from  the  IRS,  along 
with  a  24-page  pamphlet.  Now,  I  will  get  to  the  end  of  the  story 
and  tell  you  he  did  everything  right.  He  had  the  taxpayer  identi- 
fication number  right,  name  right,  address  right.  He  made  no  mis- 
takes. But  this  is  the  front  page  of  what  he  got  from  the  IRS,  which 
is  incredibly  bureaucratic. 

It  contains  all  of  these  extraneous  things  that  you  must  read, 
and  mysterious  boxes  that  are  checked,  and  so  on.  And  then  what 
turns  out  to  be  an  inappropriate  box  at  the  bottom  is  checked,  with 
certain  things  highlighted  and  some  handwriting  added.  And  then 
there  is  this  accompanying  letter.  It  is  a  computer-generated  letter. 
There  is  no  person's  name  on  it.  In  fact,  although  I  don't  think  it 
is  intended  to  be  a  signature,  it  looks  like  it  is  signed  by  FSC- 
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01984.  At  the  top,  it  has  an  incredible  number  of  serial  numbers, 
CP  2100-A27752.  All  of  this  stuff. 

And  then  it  is  entitled,  "Important  Backup  Withholding  Notice — 
Action  Required."  You  may  have  seen  this  form  before.  But  imag- 
ine, if  you  have  not,  getting  this  and  wondering  what  to  do: 

"This  is  notification  of  an  incorrect  taxpayer  identification  num- 
ber, [TIN],  for  backup  withholding  purposes  under  Internal  Reve- 
nue Code  Section  3406(a)(1)(b). 

"We  have  enclosed  a  list  of  your  payees  whose  TIN's  either  are 
missing  or  do  not  match  our  records.  We  are  also  enclosing  the 
items  listed  below  which  will  help  you  fulfill  your  backup  withhold- 
ing obligations  for  these  payees.'  In  all  caps,  "PLEASE  READ 
THIS  MATERIAL  CAREFULLY." 

You  read  on:  "Number  1:  Publication  1679,  A  Guide  to  Backup 
Withholding.  This  explains  backup  withholding  requirements  and 
procedures  and  tells  you  how  to  handle  various  withholding  situa- 
tions and,  among  other  things,  it  includes  the  following:  (A)  Form 
W-9,  Request  for  Taxpayer  Identification  Number  and  Certification; 
(B)  The,  'B  Notice'  which  you  have  sent  to  payees  to  fulfill  the  re- 
quirements of  backup  withholding  regulations,  Section  3406 
(a)(1)(b);  (C)  Form  941,  Employer's  Quarterly  Federal  Tax  Return; 
(D)  Form  W-8,  Certificate  of  Foreign  Status. 

"Number  2:  A  list  of  accounts  with  missing  TIN's  for  which  you 
filed  a  Form  1099(b),  INT,  DIV,  OID,  PATR,  or  for  calendar  year 
1992:  (A)  If  the  account  is  shown  as  having  an  incorrect  TIN  and 
you  are  unable  to  correct  it,  you  would  be  required  to  send  a  "B 
Notice"  and  begin  withholding  at  a  rate  of  31  percent  effective  Jan- 
uary 1,  1993;  (B)  If  the  account  is  shown  as  having  a  missing  TIN, 
you  should  already  be  withholding." 

Then  below  that  in  all  caps:  "YOU  DO  NOT  NEED  TO  ANSWER 
THIS  NOTICE.  HOWEVER,  IF  YOU  HAVE  ANY  QUESTIONS 
ABOUT  THE  NOTICE,  YOU  MAY  CALL  THE  INFORMATION 
REPORTING  PROGRAM  CENTRALIZED  CALL  SITE  LISTED 
ON  PAGE  4  OF  THE  ENCLOSED  PUBLICATION  1679,"  which 
evidently  the  person  is  supposed  to  read. 

Publication  1679  is  24  pages  long.  And  then  there  is  a  computer- 
ized printout  that  is  attached  to  it  that  says,  "Payer  TIN 
277521664,"  which  was  in  fact  the  correct  taxpayer  identification 
number;  "Transmitter  Control  Code:"  and  there  is  nothing  there; 
"Payer  Name:"  We  leave  that  out  for  the  record;  'TIN  Status:  In- 
correct TIN's  Without  Withholding;"  and,  as  I  mentioned,  the  tax- 
payer identification  number  in  this  example  really  was  correct,  and 
a  lot  of  other  garbage. 

One  wonders  why,  even  if  the  guy  had  come  up  with  the  wrong 
taxpayer  identification  number,  ne  would  get  all  of  this  in  re- 
sponse. No  business  that  was  trying  to  solicit  customers  and  get 
them  to  come  back  would  ever  do  anything  like  this. 

Is  there  some  human  thought  that  we  could  put  into  this,  so  that 
this  sort  of  thing  doesn't  happen? 

Everyone  in  this  room  has  been  victimized  by  this.  I  have  a 
household  employee  because  we  have  a  child.  And  I  must  go 
through  all  manner  of  computer  work  to  do  the  withholding.  And 
I  get  more  paper  because  of  the  miniscule  taxes  that  I  have  to  pay 
for  this  person.  It  is  extraordinary.  I  use  this  as  an  example  be- 
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cause  while  we  all  want  to  be  charitable  and  friendly  to  each  other 
here  today,  we  really  do  need  to  do  something  to  fix  this. 

Ms.  Richardson.  The  answer  to  you  is,  yes,  we  do  need  to  give 
a  lot  more  thought  to  the  things  that  we  are  doing,  and  I  think  we 
have  to  take  a  look  at  situations  like  that  and  try  to  reduce  some 
of  the  burden  on  taxpayers.  I  also  think  we  are  doing  that  now.  I 
will  not  tell  you  that  we  are  perfect  yet  and  that  we  have  arrived 
at  where  we  want  to  be.  One  of  the  things  I  think  that  is  going 
to  help  us  with  our  modernization  effort  is  our  ability  to  reduce 
some  of  the  kinds  of  things  that  you  pointed  out  here. 

And  Larry  Westfall  might  give  you  just  a  little  preview — I  will 
not  tell  you  that  we  will  never  make  a  mistake,  but  I  think  it  will 
reduce  the  number  of  errors,  and  in  this  particular  case  you  could 
have,  you  know,  maybe  a  different  result. 

Mr.  Cox.  Actually,  my  concern  is  not  that  somebody's  form  was 
misread  by  the  IRS.  It  is  true  that,  technically,  the  reason  this 
problem  was  created  is  that  the  name  the  taxpayer  put  on  the  1099 
was  transcribed  incorrectly  by  the  IRS.  And  I  agree  with  you,  if  we 
had  electronic  filing — although  I  can't  imagine  that  1099's  would 
ever  all  be  filed  electronically — I  agree  that  that  would  fix  the  prob- 
lem. 

But  my  concern  is,  rather,  the  response.  If  we  didn't  have  com- 
puters, we  wouldn't  get  this  kind  of  response.  We  need  humans  to 
think  about  this  stun  as  well.  And  not  just  to  punch  out  computer- 
generated  form  letters.  In  this  case,  how  much  do  you  think  the 
postage  was  to  send  out  24  pages?  I  don't  know  how  you  keep  track 
of  your  postage,  but  it  is  a  big  package.  And  that  is  my  concern. 
The  IRS  form  says  in  all  caps,  "READ  THIS  CAREFULLY."  And 
it  is  all  garbage. 

Mr.  Westfall.  Mr.  Cox,  I  do  not  think  you  are  going  to  find  any 
of  us  trying  to  tell  you  that  is  exactly  how  this  ought  to  work.  We 
are  very  conscious  of  the  need  to  make  this  complex  tax  system 
work  easier,  simpler,  and  better  for  the  taxpayer. 

One  of  the  mainstays  in  modernization,  beyond  going  electronic, 
is  to  extensively  use  the  telephone  in  dealing  with  the  public  with 
a  real  live  human  being  from  IRS  who  is  on  the  phone  in  a  situa- 
tion that  might  come  up  like  that  and  is  on  the  phone  much  faster 
than  we  get  there  now.  Because,  frequently  it  is  a  year  or  two  after 
an  event  happens  before  the  notice  comes  out  of  our  system.  Spe- 
cifically our  objective  in  modernization  is  to  complete  the  trans- 
action processing  much  faster  and  in  most  cases,  take  the  activity 
with  the  taxpayer  by  a  telephone  contact  as  opposed  to  sending  out 
letters  and  going  by  the  correspondence  ritual  that  we  are  bound 
by  today. 

We  intend  to  put  a  significant  amount  of  information  in  front  of 
our  customer  service  representative  at  the  time  the  call  is  made. 
We  are  working  extensively  within  the  IRS  system  to  build  in  the 
recognition  that  a  taxpayer  is,  in  fact,  a  customer  and  to  deal  with 
that  person  not  only  in  a  professional  way  but  also  in  a  personal 
way. 

A  lot  of  our  problems  today  are  the  problems  of  the  logistics,  the 
lack  of  information,  and  the  inability  of  the  IRS  person  to  be  more 
responsive  because  of  the  system  that  they  are  locked  in.  There  is 
an  enormous  improvement  to  be  made  and  much  of  that  improve- 
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ment  is  vested  in  the  technology  that  we  will  provide.  The  rest  of 
it  is  vested  in  the  need  for  our  employees  to  understand  the  public 
and  the  customer  relationship  and  to  be  more  responsive  in  utiliz- 
ing the  information  that  we  make  available. 

Mr.  Cox.  Well,  you  will  have  the  support,  I  am  certain,  of  every- 
one on  this  subcommittee,  if  not  everyone  in  America,  on  those  ef- 
forts. And  I  recognize,  by  the  way,  that  these  problems  are  not  your 
responsibility.  I  don't  think  they  are  Fred  Goldberg's  responsibility. 
I  don't  think  these  problems  have  cropped  up  overnight,  by  any 
means.  They  have  been  intractable  for  some  time.  So  if  you  are  the 
ones  to  fix  it,  you  deserve  all  the  credit. 

Ms.  Richardson.  There  is  no  question  that  we  have  an  emphasis 
on  customer  service.  I  am  sure  that  many  taxpayers  don't  think  of 
themselves  as  customers,  but  we  do.  I  think  a  lot  more  thought  will 
be  going  into  situations  like  the  one  you  described  and  about  how 
the  response  will  impact  on  the  recipient. 

So  some  of  these  things  are  hard  to  change  overnight,  but  we  are 
certainly  working  on  it.  There  is  a  very  different  attitude  and  a 
concern  about  reducing  the  burden  on  the  taxpayer  and  the  confu- 
sion that  sometimes  is  created  when  we  send  out  a  response  like 
that  one. 

Mr.  Cox.  Thank  you. 

Mr.  Spratt.  Thank  you,  Mr.  Cox.  We  have  been  joined  by  Ms. 
Margolies-Mezvinsky  from  Pennsylvania,  which  is  the  home  of  a 
substantial  IRS  processing  center. 

Ms.  Margolies-Mezvinsky.  In  your  statement,  you  are  talking 
about  a  return-free  alternative  as  a  substitute  for  paper  filing.  Is 
that  a  new  position  for  IRS? 

Ms.  Richardson.  No — well,  it  certainly  is  not  a  new  alternative. 
Mr.  Dolan. 

Mr.  Dolan.  No,  it  is  not  new.  At  the  last  hearing  before  this 
committee,  we  had  a  fairly  spirited  exchange  with  the  General  Ac- 
counting Office  who  has  done  some  looking  at  return-free  options 
around  the  world.  One  of  our  responses  to  GAO  was  that  many  of 
those  models  transfer  to  the  employer  and  other  entities  a  huge 
amount  of  the  burden  in  order  to  get  to  a  return-free  approach. 

We  believe  that  there  are  some  options  that  ought  to  be  pursued 
and  have  pursued  them  either  as  reduction  of  the  burden  of  filing 
or  possibly  being  at  a  point  one  day  when  the  system  could  com- 
pute a  return  for  a  taxpayer  and  require  only  some  minimal  sort 
of  ownership. 

One  of  the  concerns  that  we  have  had  is  that  some  part  of  our 
system  does,  in  fact,  require  an  affirmative  act.  We  believe  that 
there  is  a  connection  between  being  required  to  do  something  of  an 
affirmative  nature  and  our  voluntary  compliance  rate.  We  would  be 
very  concerned  about  seeing  that  element  disappear  totally.  That 
is  why  return  free  is  out  there  as  a  potential  option  but  probably 
one  that  we  would  see  more  narrowly  than  others. 

Ms.  Margolies-Mezvinsky.  Would  you  be, willing  to  move  the 
date  up  before  the  year  2000  that  you  have  in  your  testimony? 

Mr.  Dolan.  I  think  we  are  currently  learning  from  something 
that  approaches  return  free.  We  have  a  pilot  project  called  TeleFile 
option  in  the  State  of  Ohio.  This  past  year  we  have  received  about 
150,000  returns  of  the  Form  1040  EZ  family  over  a  touchtone  tele- 
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phone.  We  are  going  to  expand  the  pilot  to  seven  States  next  year. 
As  we  learn  from  that,  we  will  be  able  to  make  a  better  decision 
as  to  where  return  free  enters  into  the  equation. 

Ms.  Margolies-Mezvinsky.  In  the  GAO's  testimony,  they  note 
that  fraudulent  electronic  filing  is  on  the  increase.  I  know  Commis- 
sioner Peterson  and  Deputy  Commissioner  Dolan  really  tried  to 
jump  on  this  situation  when  this  began  to  develop  as  a  problem 
about  a  year  or  so  ago.  Since  so  much  of  TSM  and  the  reorganiza- 
tion hinges  on  the  electronic  filing,  the  threat  becomes  obvious. 
Can  you  tell  us  something  about  what  you  are  planning  on  doing 
to  curb  this  and  is  there  anything  that  we  can  do  to  help? 

Mr.  Dolan.  You  put  your  finger,  as  had  the  GAO,  on  a  problem 
that  is  very  bothersome  to  us.  What  we  have  done  over  the  last 
couple  of  years  is  realize  this  as  a  phenomenon  that  also  existed 
in  processing  paper  tax  returns.  We  have  always  had  a  fairly  sig- 
nificant number  of  paper  returns  that  were  detected  as  fraudulent. 
We  have  in  each  of  our  10  centers  fraud  detection  units  that  do 
nothing  but  comb  through  paper  documents  looking  for  the  fraudu- 
lent schemes.  That  level  of  fraud  is  accelerated  when  you  put  it  in 
an  electronic  mode. 

What  we  have  done  over  the  last  3  years  is  attempt  to  put  to- 
gether various  kinds  of  information  that  will  allow  us  to  put  a  filter 
at  the  front  of  the  system  that  would  detect  the  schemes  and  the 
fraudulent  returns.  We  have  now  done  that.  We  have  also  engaged 
in  meaningful  private  and  public  partnerships,  both  with  academia 
and  the  financial  institutions  that  wrestle  with  the  same  phenome- 
non. We  found  that  most  of  their  systems  are  aimed  at  trans- 
actional detection.  We  are  also  finding  that  the  most  sophisticated 
people  in  the  detection  of  fraud  need  to  develop  a  form  of  pattern 
recognition  that  is  ellusive  if  they  are  doing  transaction-by-trans- 
action assessment. 

We  now  have  a  considerable  effort  underway.  We  have  taken  one 
of  our  best  criminal  investigator  executives  on-line  and  put  him  in 
charge  of  electronic  fraud.  We  have  him  linked  with  some  pretty 
impressive  internal  and  external  resources.  Maybe  at  some  point 
the  committee  would  like  us  to  brief  you,  in  a  less  public  forum. 
I  think  we  have  it  identified  as  a  major  vulnerability  in  today's 
world  and  one  that  we  have  to  be  increasingly  sophisticated  if  we 
are  going  to  take  the  system  as  far  down  the  road  as  we  want  it 
to  go. 

Ms.  Richardson.  We  have  checked  some  of  the  numbers  in  the 
questionable  refund  program  which  includes  both  paper  and  elec- 
tronically filed  returns.  Last  year  for  fiscal  year  1993,  we  had  517 
prosecution  recommendations,  281  related  to  electronic  filing,  and 
316  convictions,  and  368  sentencings.  Obviously,  there  were  some 
prior  year  numbers;  143  of  those  were  for  electronically  filed  re- 
turns. We  are  taking  steps  to  try  to  prosecute  people  as  we  catch 
them  or  recommend  them  for  prosecution  because  we  view  this  as 
a  serious  problem. 

Ms.  Margolies-Mezvinsky.  What  does  that  mean  relatively? 

Ms.  Richardson.  Well,  in  total,  in  1993  we  had  about  5,000 
questionable  refund  schemes  that  we  uncovered  which  we  felt  were 
of  a  criminal  nature.  About  2,700  of  those  5,000  were  from  elec- 
tronically filed  returns,  as  opposed  to  paper  returns.  So  somewhere 
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around  half  of  the  ones  that  we  picked  up  were  for  electronically 
filed  returns. 

Mr.  Dolan.  Our  obvious  hope,  though,  is  not  to  have  to  combat 
this  with  a  criminal  prosecution;  although,  we  are  prepared  and  ca- 
pable of  it.  Long  term,  what  we  want  to  do  is  dry  it  up  at  the  front 
end  so  that  we  do  not  have  to  spend  the  time  chasing  prosecutions. 

Ms.  Margolies-Mezvinsky.  I  would  suspect  that  when  you  tell 
people  at  a  party  what  you  do,  their  eyes  roll  back  or  they  glaze 
over 

Ms.  Richardson.  Sometimes  they  walk  away. 

Ms.  Margolies-Mezvinsky.  What  would  you  hope  is  the — from 
what  you  are  trying  to  do  now  in  2  or  3  years,  would  the  response 
be  on  a  purely  social  level  when  people  kick  into  what  you  are  try- 
ing to  do?  What  would  you  hope?  What  would  your  dream  be  at 
that  party  that  somebody  would  say  to  you,  that  the  average  Joe 
would  say  to  you? 

Ms.  Richardson.  I  can  tell  you  what  I  hope  they  say  to  me  and 
some  people  actually  do,  believe  it  or  not.  I  would  hope  that  any 
experience  that  they  have  had  with  the  Internal  Revenue  Service 
would  have  been  a  positive  one.  I  do  not  think  that  any  of  us  har- 
bors the  hope  that  people  will  enjoy  paying  taxes,  but  what  I  would 
like  to  have  people  think  is  that  we  are  fair,  that  we  are  even 
handed,  that  we  are  understanding  and  that  we  are  trying  to  take 
steps  to  reduce  the  burden  and  confusion  that  is  out  there  about 
a  number  of  issues. 

I  think  that  we  have  had  situations  and  as  late  as  yesterday 
someone  approached  me  to  say  that  they  really  wanted  me  to  know 
that  one  of  our  employees  had  gone  out  of  his  way  to  help  her  re- 
solve a  problem.  He  had  gone  far  beyond  what  was  expected  and 
had  taken  the  time  to  work  through  the  system  and  work  through 
the  problems  that  were  created. 

We  hope  that  through  our  increased  efficiency  and  productivity 
that  we  will  have  nowhere  near  the  number  of  problems  and  con- 
cerns and  issues  and  errors  that  we  have  today.  But  where  we  do 
have  errors  and  where  we  do  have  problems,  we  hope  that  they  are 
resolved  in  a  way  that  people  feel  they  are  treated  fairly  and  ap- 
propriately and  that  we  really  do  have  a  customer  service  orienta- 
tion to  the  way  we  do  our  business. 

Mr.  Westfall.  I  think  the  other  thing  we  seek  is  to  achieve  a 
higher  degree  of  credibility  with  the  public  and  a  perception  of  com- 
petence. This  we  think,  is  terribly  important  to  the  long-term  abil- 
ity to  maintain  a  voluntary  compliance  system. 

Ms.  Margolies-Mezvinsky.  Making  it  easier? 

Mr.  Westfall.  Making  it  easier.  Simple  things  affect  our  credi- 
bility such  as,  if  a  taxpayer  contacts  us  and  this  conduct  requires 
us  to  access  the  tax  return.  The  fact  that  it  may  take  us  6  weeks 
to  retrieve  a  paper  tax  return  from  a  Federal  records  center  and 
respond  to  the  taxpayer  communicates  a  perception  that  we  are  ar- 
chaic and  perhaps  incapable. 

One  of  the  features  of  the  system  would  be  a  digital  image  of  a 
return  which  could  be  retrieved  to  a  screen.  This  communicates  not 
only  a  service,  but  it  also  communicates  a  perception  of  confidence 
that  we  actually  are  in  control  of  the  system  and  we  are  capable 
of  being  responsive. 
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Ms.  Margolees-Mezvinsky.  Thank  you  very  much. 

Mr.  Spratt.  Thank  you  very  much. 

And  thank  all  of  you  for  participating  and  coming  this  morning. 
We  very  much  appreciate  your  contribution  and  look  forward  to 
working  with  you  on  this  very  important  project  as  we  go  along. 

Ms.  Richardson.  Thank  you,  Mr.  Chairman,  and  we  look  for- 
ward to  working  with  you  and  your  committee  and  on  trying  to 
solve  some  of  the  problems  while  we  reinvent  the  IRS.  Thank  you. 

Mr.  Spratt.  Thank  you. 

We  have  a  vote  on  and  I  think  the  better  part  of  wisdom  is  to 
go  vote  and  come  back  and  then  take  the  General  Accounting  Office 
panel  on  our  return. 

[Recess  taken.] 

Mr.  Spratt.  For  the  record,  let  me  state  that  we  have  testimony 
from  Leslie  Samuels,  the  Assistant  Secretary  for  Tax  Policy  at 
Treasury,  who  is  not  here  to  give  it  orally,  but  we  are  going  to, 
without  objection,  make  it  part  of  the  record. 

[The  prepared  statement  of  Mr.  Samuels  follows:] 
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EMBARGOED  UNTIL  10:00  A.M. 
November  17,  1993 

STATEMENT  OF 

LESLIE  B.  SAMUELS 

ASSISTANT  SECRETARY  (TAX  POLICY) 

DEPARTMENT  OF  THE  TREASURY 

BEFORE  THE 

SUBCOMMITTEE  ON  COMMERCE,  CONSUMER  AND  MONETARY  AFFAIRS 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 

U.S.  HOUSE  OF  REPRESENTATIVES 

Mr.  Chairman  and  distinguished  Members  of  the  Subcommittee: 

You  asked  for  our  views  on  certain  legislative  initiatives 
outlined  in  a  recent  report  by  the  Internal  Revenue  Service  (the 
Service)  entitled  "Final  Recommendations  of  the  Service  Center 
Organization  Study,"  as  amended  in  April  1993  (the  Report).   You 
also  requested  that  we  discuss  additional  legislative  proposals 
that  we  believe  are  needed  to  facilitate  the  Report's  findings  or 
the  Service's  Tax  Systems  Modernization  (TSM)  as  a  whole. 

The  Report  was  prepared  by  a  Service  task  force.   In  general 
terms,  its  goal  was  to  support  TSM  by  improving  the  way  in  which 
the  Service  interacts  with  taxpayers  and  collects  and  processes 
data.   As  your  letter  indicates,  the  Report's  recommendations  do 
not  necessarily  represent  the  official  position  of  the  Service  or 
Treasury. 

I.   The  Report's  Legislative  Recommendations 

The  Report  (at  page  124)  lists  the  following  seven 
legislative  proposals: 

1.  Resolve  signature  issues 

2.  Allow  credit  card  payments 

3.  Mandate  electronic  filing  by  preparers 

4.  Mandate  electronic  filing/EFT  for  business  returns 

5.  Annualize  941  and  720  returns 

6.  Allow  up-front  assessment  of  tax  for  selected  issues 

7.  Accelerate  IRP  filing  requirements 

Although  the  Report  does  not  describe  the  proposals  in  great 
detail,  additional  explanations  on  four  of  them  (items  1,  2,  3 
and  4,  above)  are  provided  in  a  more  recent  document  prepared  by 
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the  Service  in  support  of  the  National  Performance  Review, 
entitled  "Internal  Revenue  Service  Legislative  Proposals  in 
Support  of  the  National  Performance  Review,"  dated  October  20, 
1993  (the  NPR  Proposals) .   The  NPR  Proposals  modify 
recommendations  3  and  4,  above,  by  requesting  that  the  Secretary 
of  the  Treasury  (the  Secretary)  be  given  broad  regulatory 
authority  to  require  that  returns  be  filed  electronically, 
instead  of  the  more  targeted  authority  to  mandate  electronic 
filing  by  certain  preparers  and  for  certain  business  returns.   As 
described  more  fully  below,  we  generally  support  recommendations 

I,  2,  3  and  4,  as  modified  by  the  NPR  Proposals. 

The  Service  is  still  evaluating  whether  the  last  three  of 
the  Report's  recommendations  (items  5,  6  and  7)  adequately  take 
into  account  certain  compliance  effects  and  technological 
capabilities.   We  believe  that  it  would  be  premature  for  Treasury 
to  take  a  position  on  these  last  three  recommendations  until  the 
Service  has  completed  its  evaluations. 

II.  The  Report's  Legislative  Recommendations, 
as  Modified  by  the  Service's  NPR  Proposals 

A.    Regulatory  authority  to  prescribe  alternative  methods 
for  verifying  signatures  on  returns 

Under  current  law,  an  individual  must  sign  any  return, 
statement  or  other  document  that  is  required  to  be  submitted  to 
the  IRS  under  penalties  of  perjury.   Taxpayers  who  file  returns 
electronically  must  submit  a  written  signed  jurat  (i.e.,  a 
certification)  to  the  Service  after  the  electronic  filing 
verifying  that  the  submission  was  the  taxpayer's  and  affirming 
the  accuracy  of  its  contents.   Numerous  other  documents  filed 
with  returns  also  require  taxpayer  or  third  party  signatures. 

In  its  NPR  Proposals,  the  Service  recommends  that  the 
Internal  Revenue  Code  of  1986  (the  Code)  be  amended  to  explicitly 
recognize  the  authority  of  the  Secretary  to  issue  regulations 
providing  "for  alternative  methods  of  verifying,  signing,  and 
subscribing"  returns  and  other  documents.   The  proposal  would 
eliminate  the  need  for  a  separate  signature  form  for  electronic 
filing  and  the  current  substantial  processing,  storage  and 
retrieval  costs  connected  with  the  separate  signature  form. 

A  similar  proposal  was  in  section  4933  of  H.R.  11,  the 
Revenue  Act  of  1992,  which  was  passed  by  both  Houses  of  Congress, 
but  vetoed  by  the  prior  Administration.   Section  493  3  would  have 
given  the  Secretary  the  authority  to  prescribe  alternative 
methods  of  verifying  returns  on  a  trial  basis  for  1993,  1994  and 
1995  and  would  have  imposed  a  number  of  reporting  requirements. 
We  believe  that  the  broader  grant  of  authority  in  the  NPR 
Proposals  is  more  supportive  of  the  Service's  long-range 
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modernization  goals  than  the  more  narrow  trial-basis  grant  in 
H.R.  11. 

B.  Regulatory  authority  to  permit  payment  of  taxes  by  any 

commercially  acceptable  means,  including  credit  cards 

The  Code  permits  taxes  to  be  paid  by  stamps,  checks  or  money 
orders.   Under  the  Service's  proposal,  the  Secretary  would  be 
authorized  to  accept  tax  payments  by  any  commercially  acceptable 
means  to  the  extent  prescribed  by  Treasury  regulations.   This 
would  include  payment  by  credit  or  debit  cards. 

We  believe  this  legislation  is  an  important  part  of  the 
Service's  strategy  to  shift  from  a  paper-based  remittance 
processing  system  to  an  information  processing  system.   An 
identical  proposal  was  contained  in  H.R.  11  (section  4122)  and  in 
H.R.  13,  the  Tax  Simplification  Act  of  1993  (section  122).   Like 
the  signature  proposal,  the  credit  card  proposal  in  H.R.  11  was 
not  enacted,  because  it  was  in  a  tax  bill  vetoed  by  the  prior 
Administration.   Work  on  H.R.  13  was  postponed  pending 
consideration  of  H.R.  2264,  the  Omnibus  Budget  Reconciliation  Act 
of  1993.   The  credit  card  proposal  is  now  part  of  H.R.  3419,  the 
Tax  Simplification  and  Technical  Corrections  Act  of  1993,  which 
was  introduced  by  Chairman  Rostenkowski  of  the  House  Ways  and 
Means  Committee  on  November  1,  1993. 

C.  Regulatory  authority  to  require  that  returns  be  filed 
electronically  or  by  magnetic  media 

The  Code  does  not  specifically  authorize  the  Secretary  to 
require  that  tax  returns  be  filed  electronically.   The  Code  does 
authorize  the  Secretary  to  issue  regulations  requiring  that 
certain  returns  be  filed  on  magnetic  media  or  in  other  machine- 
readable  form.   These  are  returns  (other  than  income  tax  returns 
for  individuals,  trusts  or  estates)  filed  by  a  person  who  is 
required  to  file  at  least  250  returns  during  a  calendar  year. 
The  regulations  must  take  into  account  (among  other  factors)  the 
cost  of  complying  with  magnetic  media  filing  requirements. 

The  Service  has  proposed  that  the  Secretary  be  given 
regulatory  authority  to  require  that  tax  returns  be  filed  other 
than  in  paper  form,  including  electronically  or  by  magnetic 
media.   This  authority  would  extend  to  all  tax  returns,  including 
income  tax  returns  for  individuals,  trusts  and  estates.   The 
Service  envisions  that  the  conversion  to  non-paper  filings  would 
be  phased  in  by  various  groups  of  taxpayers  and  returns,  taking 
into  account  the  relative  costs  and  other  burdens  associated  with 
converting  to  an  electronic  filing  system. 

Broad  regulatory  authority  to  require  that  returns  be  filed 
other  than  in  paper  form  is  appropriate  and  essential  to  the 
Service's  ability  to  modernize  its  systems,  streamline  its 
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operations  and,  in  general,  deliver  quality  services  at  the  least 
cost.   However,  in  view  of  the  potential  burdens  on  taxpayers  and 
preparers  in  complying  with  electronic  or  magnetic  media  filing 
requirements,  we  currently  are  considering  whether  legislative 
refinements  to  this  proposal  may  be  necessary  to  clarify  the 
intended  scope  and  timing  of  the  conversion  to  a  non-paper  based 
system. 

III.   Additional  Legislative  Proposals 

There  are  a  number  of  additional  legislative  proposals  that 
we  believe  are  important  to  modernize  the  tax  collection  and 
administrative  process.   For  example,  among  the  Service's  NPR 
Proposals  is  a  new  proposal  that  would  authorize  the  Secretary  to 
prescribe  alternative  methods  of  submitting  written  declarations, 
statements,  or  other  documents  required  by  statute  to  be  attached 
to  returns.   This  proposal  supplements  the  related  proposal  to 
permit  alternative  signature  methods  and  would  facilitate 
conversion  to  a  paperless  electronic  filing  system.   As  another 
example,  prior  tax  bills,  as  well  as  the  Service's  NPR  Proposals, 
include  a  provision  authorizing  the  Service  to  treat 
reproductions  from  digital  images  as  original  documents.   In 
addition,  we  are  carefully  reviewing  all  of  the  legislative 
recommendations  outlined  in  the  Service's  NPR  Proposals. 

We  appreciate  your  panel's  interest  in  revamping  the 
Service's  organizational  structure  and  look  forward  to  continuing 
to  work  with  you  in  addressing  this  important  issue. 
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Mr.  Spratt.  In  the  interest  of  completing  this  hearing  by  midday 
if  possible,  I  think  the  better  part  of  wisdom  is  to  go  ahead  with 
the  testimony  of  Jennie  Stathis  from  the  General  Accounting  Of- 
fice. And  we  welcome  you  and  your  colleagues  today,  and  we  have 
your  testimony,  and  if  there  is  no  objection,  we  will  make  it  also 
a  part  of  the  record  so  that  you  can  summarize  it  as  you  see  fit. 

STATEMENT  OF  JENNIE  S.  STATHIS,  DIRECTOR,  TAX  POLICY 
AND  ADMINISTRATION  ISSUES,  GENERAL  GOVERNMENT  DI- 
VISION, GENERAL  ACCOUNTING  OFFICE,  ACCOMPAND2D  BY 
DAVH)  J.  ATTIANESE,  ASSISTANT  DIRECTOR;  HAZEL  E.  ED- 
WARDS,  DHIECTOR,  GENERAL  GOVERNMENT  INFORMATION 
SYSTEMS  GROUP,  ACCOUNTING  AND  INFORMATION  MAN- 
AGEMENT DIVISION;  AND  GREG  HOLLOW  AY,  ASSOCIATE  DI- 
RECTOR, CIVIL  AUDITS,  ACCOUNTING  AND  INFORMATION 
MANAGEMENT  DIVISION 

Ms.  Stathis.  Thank  you,  Mr.  Chairman.  We  are  pleased  to  be 
here  today  to  participate  in  your  hearing.  On  my  left  is  Hazel  Ed- 
wards and  on  my  right  is  David  Attianese,  both  of  whom  have  been 
very  much  involved  in  work  we  have  done  on  these  topics  over  the 
years. 

We  have  only  a  few  major  points  in  our  statement.  The  first  one 
is  that  IRS'  business  vision  builds  on  a  number  of  concepts  that 
this  subcommittee  has  previously  examined,  so  they  are  not  new  to 
the  subcommittee.  The  idea  of  one-stop  service;  the  idea  of  elec- 
tronic filing;  the  idea  of  consolidating  telephone  services;  and  the 
possibility  of  return-free  filing  are  all  issues  that  this  subcommittee 
has  previously  received  testimony  on. 

Those  are  concepts  that  we  support  because  we  believe  that  they 
will  provide  better  service  to  taxpayers  at  less  cost.  We  also  believe 
that  they  are  apt  to  change  in  exactly  the  way  they  are  imple- 
mented as  IRS  moves  to  try  to  bring  these  concepts  into  reality. 

In  order  to  make  this  vision  a  reality,  IRS  has  to  dramatically 
increase  the  number  of  tax  returns  and  other  types  of  documents 
that  it  receives  electronically.  That  is  probably  the  key,  as  has  been 
discussed  here  earlier  this  morning.  So  IRS  needs  to  explore  any 
and  every  opportunity  to  encourage  people  to  file  electronically  who 
currently  do  not  have  an  incentive  to  file  in  that  way.  The  IRS 
needs  to  resolve  pretty  soon  what  legislation  it  needs  to  help  in 
that  endeavor  and  the  Congress,  then,  will  be  able  to  support  IRS 
in  that  way. 

Perhaps  as  important,  if  not  more  important,  the  realizing  of  this 
vision  requires  tremendous  human  resource  work  on  the  part  of 
IRS.  Thousands  of  employees  are  going  to  have  to  be  retrained  and 
redeployed  to  new  jobs,  and,  obviously,  no  new  computer  system  is 
going  to  work  well  for  the  American  public  if  the  folks  who  are 
using  it  are  not  trained  well  in  the  use  of  it. 

We  also  have  in  the  statement  several  appendixes  with  informa- 
tion that  the  subcommittee  requested  and  we  are  prepared  to  an- 
swer questions  about  all  of  that.  With  that,  I  will  complete  my 
summary,  and  we  will  be  pleased  to  answer  your  questions. 

[The  prepared  statement  of  Ms.  Stathis  follows:] 
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IRS'  NEW  BUSINESS  VISION 

SUMMARY  STATEMENT  OF 

JENNIE  S.  STATHIS 

DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

U.S.  GENERAL  ACCOUNTING  OFFICE 

The  Internal  Revenue  Service  (IRS)  has  been  encouraged  on  several 
occasions  to  use  the  opportunity  afforded  by  Tax  Systems 
Modernization  to  identify  alternative  business  practices  that 
would  provide  better  service  to  taxpayers.   In  1992,  IRS  began  to 
do  just  that.   IRS  has  now  developed  its  new  business  vision,  at 
least  conceptually. 

IRS'  new  vision  calls  for  (1)  shifting  from  a  paper-based  to  an 
electronic  tax  processing  system,  (2)  consolidating  fragmented 
telephone  assistance  into  fewer  centrally-managed  locations  that 
can  handle  almost  all  taxpayer  calls,  and  (3)  developing  a 
database  that  will  contain  all  pertinent  account  information 
readily  available  to  employees  who  need  it.   GAO  supports  these 
business  concepts.   They  hold  promise  for  improved  taxpayer 
service  and  more  efficient  and  effective  government. 

IRS  got  a  late  start  in  developing  its  new  vision  and  faces  many 
challenges  before  the  vision  becomes  a  reality.   One  challenge  is 
to  increase  significantly  the  number  of  tax  returns  that  are 
filed  electronically.   .RS'  goal  is  to  increase  the  number  to  80 
million  by  2001.   To  reach  this  goal,  IRS  says  its  needs 
legislation  that  would  enable  it  to  reguire  electronic  filing 
under  certain  conditions.   Considering  the  time  needed  to  pass 
legislation  and  issue  regulations,  GAO  believes  that  the  legal 
issues  associated  with  electronic  filing  need  to  be  resolved  and 
legislative  proposals  submitted  to  Congress  soon  if  IRS  hopes  to 
receive  80  million  electronic  returns  8  years  from  now. 

In  addition  to  legislation,  IRS  needs  to  make  electronic  filing 
more  accessible  to  a  broader  range  of  taxpayers.   GAO  has 
recommended  that  IRS  (1)  encourage  employers  and  financial 
institutions  to  offer  electronic  filing  to  employees  and 
customers  and  (2)  consider  letting  taxpayers  file  through  their 
personal  computers.   IRS  has  developed  a  strategy  that  includes 
these  initiatives  and  many  others. 

IRS'  new  business  vision  also  poses  a  significant  human  resource 
challenge  because  it  will  dramatically  change  the  work  done  by 
many  IRS  employees.   IRS  has  pledged  that  all  career  and  career 
conditional  employees  in  jobs  affected  by  new  technology  will  be 
given  the  opportunity  for  retraining  and  continued  employment  at 
the  same  grade  level.   IRS  will  use  several  strategies  in  trying 
to  meet  the  human  resource  challenge  including  retraining,  the 
use  of  term  appointments,  and  attrition.   IRS  may  also  redirect 
some  affected  employees  into  new  tax  compliance  and  customer 
service  positions. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  be  here  today  to  discuss  the  status  of  IRS' 
plans  to  change  its  business  operations  to  take  advantage  of  the 
opportunities  provided  by  Tax  Systems  Modernization.   We  have 
three  major  points: 

IRS'  new  business  vision  builds  on  organizational  and 
work  process  concepts  the  Subcommittee  has  previously 
examined. 

To  realize  this  vision,  IRS  needs  to  increase 
dramatically  the  number  of  tax  returns  filed 
electronically. 

And,  IRS  faces  a  massive  challenge  to  retrain  and 
redeploy  staff. 

You  also  asked  that  we  provide  information  on  the  future  role  of 
IRS'  regional  offices,  steps  being  taken  by  IRS  to  develop  the 
menus  for  its  new  automated  telephone  service,  and  IRS' 
compliance  with  the  Chief  Financial  Officers  Act  of  1990.   This 
information  is  included  in  appendixes  to  our  statement. 
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IRS'  NEW  BUSINESS  VISION 

On  several  occasions,  we  and  the  Subcommittee  have  (1)  noted  how 
IRS'  business  planning  for  its  Tax  Systems  Modernization  effort 
lagged  behind  its  technical  planning  and  (2)  encouraged  IRS  to 
use  the  opportunity  afforded  by  modernization  to  identify 
alternative  business  practices  that  would  ultimately  provide 
better  service  to  taxpayers.   In  1992,  IRS  began  to  do  just  that. 
IRS  has  now  developed  its  new  business  vision,  at  least 
conceptually.   Many  concepts  in  IRS'  vision  will  not  be  new  to 
this  Subcommittee. 

For  example,  the  Subcommittee  has  examined  the  concept  of 
taxpayers  resolving  problems  in  a  single  contact  with  IRS-- 
commonly  called  one-stop  service.   The  Subcommittee  also  examined 
two  options  to  minimize  taxpayer  burden  in  filing  tax  returns: 
expanding  electronic  filing  and  introducing  return-free  filing,  a 
system  in  which  some  taxpayers  do  not  prepare  tax  returns . l 


^AO  previously  testified  before  the  Subcommittee  on  these 
topics:   Identifying  Options  for  Organizational  and  Business 
Changes  at  IRS  (GAO/T-GGD-91-54 ,  July  9,  1991);  Tax 
Administration:   One  Stop  Service:   A  New  Concept  of  Assistance 
For  Taxpayers  (GAO/T-GGD-92-33,  Apr.  28,  1992);  and  Tax 
Administration:   Opportunities  to  Reduce  the  Burden  of  Filing  and 
Processing  Tax  Returns  (GAO/T-GGD-92-41,  May  13,  1992). 
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IRS'  new  business  vision  calls  for  (1)  shifting  from  a  paper- 
based  to  an  electronic  tax  processing  system;  (2)  consolidating 
fragmented  telephone  assistance  into  fewer  centrally-managed 
locations  that  can  handle  almost  all  taxpayer  calls;  and  (3) 
developing  a  database  that  contains  all  pertinent  account 
information,  readily  available  to  all  employees  who  need  it.2 
The  vision  also  allows  for  the  possibility  of  some  form  of 
return-free  filing. 

We  support  these  business  concepts  because  they  should  lead  to 
improved  taxpayer  service  at  less  cost  to  the  government.   As 
described  in  detail  in  IRS'  Service  Center  Organizational  Study 
(SCOS),  implementation  of  these  concepts  will  result  in  several 
changes,  including  significant  organizational  restructuring. 
IRS'  new  business  vision  calls  for  establishing  a  third  computing 
center  and  making  all  three  centers  responsible,  among  other 
things,  for  receiving  electronic  returns.   The  vision  also  calls 
for  two  new  organizational  entities—submission  processing  sites 
and  customer  service  sites.   Submission  processing  sites  will 
process  all  paper  transmissions.   Customer  service  sites  will 
consolidate  telephone-based  operations  that  are  currently 
scattered  in  numerous  locations  and  across  several  IRS  functions. 
We  recommended  such  a  consolidation  in  our  1991  testimony  before 
this  Subcommittee.   Additional  information  on  these 


2The  creation  of  this  database  involves  critical  security  and 
privacy  issues  that  will  need  to  be  resolved  before 
implementation . 
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organizational  changes  is  included  in  appendix  I. 

IRS'  plans  for  implementing  its  business  concepts  are  evolving. 
And  they  are  likely  to  change  even  more  as  IRS  implements  new 
technology  and  tests  its  ability  to  turn  concepts  into  reality, 


LEGISLATION  AND  AGGRESSIVE  MARKETING  MAY  BE 
NEEDED  TO  REACH  ELECTRONIC  FILING  GOAL 


Critical  to  IRS'  new  vision  is  IRS'  plan  to  increase 
significantly  the  number  of  tax  returns  filed  electronically. 
Electronic  filing  has  been  available  for  a  number  of  years  and 
was  the  topic  of  two  of  our  recent  reports.3 

In  1993,  IRS  received  about  12  million  tax  returns 
electronically.   Without  any  major  changes  in  the  existing 
program,  IRS'  Research  Division  forecasts  28  million  electronic 
returns  by  1999.   IRS'  current  business  vision  is  to  increase  the 
1993  number  more  than  6-fold--to  80  million  by  2001. 

Electronic  filing  offers  two  important  benefits  to  IRS.   First, 
the  costs  for  processing,  storing,  and  retrieving  tax  returns  are 
lower  than  under  a  paper-based  processing  system.   Second,  IRS 
can  process  returns  and  refunds  faster  and  more  accurately. 


3Tax  Administration:   IRS  Can  Improve  Controls  Over  Electronic 
Filing  Fraud  (GAO/GGD-93-27 ,  Dec.  30,  1992)  and 
Tax  Administration:   Opportunities  to  Increase  the  Use  of 
Electronic  Filing  (GAO/GGD-93-40 ,  Jan.  22,  1993). 
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Accordingly,  the  number  of  returns  filed  electronically  is  a  key 
controlling  factor  in  IRS'  plans.   The  more  electronic  returns, 
the  less  paper  that  submission  processing  sites  will  have  to 
handle.   The  number  of  electronic  returns  will  also  affect 
workload  estimates  for  customer  service  sites  because  paper 
returns  involve  more  errors  which  in  turn  require  more  contacts 
with  taxpayers. 

Thus,  it  is  very  important  that  IRS  reach  its  electronic  filing 
goal.   To  do  that,  the  SCOS  report  said  that  IRS  needed 
legislation  that  mandated  electronic  filing  by  certain  tax 
preparers  and  businesses.   However,  IRS  recently  determined  that 
it  has  no  legal  standing  with  preparers  because  the  statutory 
responsibility  for  filing  tax  returns  lies  with  the  taxpayer.   It 
is  our  understanding,  therefore,  that  in  lieu  of  the  mandates 
called  for  in  the  SCOS  report,  IRS  is  now  considering  legislation 
that  would  provide  the  Secretary  of  the  Treasury  with  the  broad 
authority  to  prescribe  conditions  under  which  returns  will  be 
filed  electronically.   IRS  would  then  develop  appropriate 
regulations. 

We  have  not  assessed  the  legal  issues  associated  with  mandated 
electronic  filing.   Considering  the  time  needed  to  pass 
legislation  and  issue  regulations  and  for  the  private  sector  to 
plan  for  such  a  change,  we  believe  the  legal  issues  need  to  be 
resolved  and  the  proposals  submitted  to  Congress  soon  if  IRS 
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hopes  Co  receive  80  million  electronic  returns  8  years  from  now. 

Another  legislative  change  is  needed  if  electronic  filing  is  to 
become  a  true  paperless  process.   It  is  not  a  paperless  process 
today.   Taxpayers  must  still  mail  IRS  a  paper  document  with  their 
signatures.   Processing  these  documents  requires  many  of  the  same 
steps  electronic  filing  is  supposed  to  eliminate.   In  addition, 
IRS  must  match  the  electronic  return  with  the  signature  document, 
research  discrepancies,  contact  electronic  filers  to  obtain 
missing  documents,  and  store  the  documents.   IRS  has  prepared  a 
proposal  that  would  authorize  alternatives  to  paper  signatures, 
such  as  signature  pads.   A  similar  proposal  was  included  in  H.R. 
11,  which  was  passed  by  Congress  last  year  but  vetoed  for  reasons 
unrelated  to  the  proposal. 

Yet  another  legislative  initiative  that  is  important  to  IRS'  new 
vision  would  allow  for  payment  of  taxes  by  credit  card.   Although 
we  support  this  initiative,  which  is  included  in  H.R.  3419,  IRS 
needs  to  resolve  several  issues  before  credit  payments  become  a 
reality.   Two  such  issues  are  the  transaction  fees  normally 
charged  and  the  characteristic  of  the  debt  in  bankruptcy 
proceedings.   Consumer  indebtedness  on  credit  cards  is  currently 
subject  to  discharge  in  bankruptcy  proceedings;  federal  taxes  are 
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not.   More  information  on  credit  card  payment  issues  is  included 
in  appendix  II. 

In  addition  to  these  changes,  IRS  needs  to  make  electronic  filing 
more  accessible  to  a  broader  range  of  taxpayers,  including  those 
who  are  unwilling  or  unable  to  incur  the  costs  of  a  tax  preparer. 
We  have  recommended  that  IRS  (1)  encourage  employers  and 
financial  institutions  to  offer  electronic  filing  to  employees 
and  customers,  (2)  consider  letting  taxpayers  file  through  their 
personal  computers,  and  (3)  broaden  access  to  electronic  filing 
at  IRS  offices  or  other  locations.   Since  our  report  was  issued, 
IRS  has  developed  a  strategy  that  includes  these  initiatives  and 
many  others . 

With  IRS'  vision  dependent  on  electronic  filing,  it  is  essential 
that  IRS  effectively  deal  with  electronic  filing  fraud.   We 
reported  on  this  problem  in  our  December  1992  report.   Since 
then,  the  numbers  have  gotten  worse.   Through  the  first  8  months 
of  1993,  IRS  had  identified  more  than  23,000  fraudulent 
electronic  returns-- 100  percent  more  than  during  the  same  period 
last  year.   At  least  some  of  the  growth  in  identified  fraud  may 
be  due  to  the  fact  that  IRS  took  steps  in  1993  to  improve  its 
detection  of  fraud.   Whatever  the  reason,  it  seems  clear  that  the 
harder  IRS  looks  for  fraud,  the  more  it  finds.   And  no  one  knows 
how  much  is  not  being  found. 
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NEW  BUSINESS  VISION  POSES  A  SIGNIFICANT 
HUMAN  RESOURCE  CHALLENGE  FOR  IRS 

IRS  staff  will  need  vastly  different  skills  in  the  future.   IRS 
employs  as  many  as  130,000  persons  at  the  peak  of  the  filing 
season,  many  of  whom  will  see  dramatic  changes  in  their  work. 
More  electronic  returns,  automated  systems  to  read  paper  returns, 
more  telephone  contacts  with  taxpayers,  and  online  access  to  data 
files  will  change  the  tasks  to  be  done.   The  full  impact  of  these 
changes  on  IRS'  workforce  will  not  be  fully  known  until  IRS 
decides  on  the  number  of  submission  processing  and  customer 
service  sites  and  determines,  through  prototyping,  how  those 
sites  should  best  be  organized  and  staffed. 

In  October  1990,  IRS  announced  a  policy  which  pledged  that  all 
career  and  career  conditional  employees  in  jobs  affected  by  new 
technology  would  be  given  the  opportunity  for  retraining  and 
continued  employment  at  the  same  grade  level.   One  important 
purpose  of  this  promise  is  to  maintain  employee  morale  and  secure 
employee  cooperation  in  transitioning  to  a  modernized  workplace. 
But  the  pledge  was  made  before  IRS  developed  its  new  business 
vision.   With  significant  organizational  and  work  process  changes 
now  contemplated,  IRS  has  a  much  greater  challenge  to  meet  its 
commitment.   And  IRS  has  to  administer  the  current  tax  system 
while  transitioning  to  the  new  one. 
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Among  the  strategies  IRS  will  use  in  trying  to  meet  the  human 
resource  challenge  are  the  following: 

The  major  effort  will  be  to  retrain  current  employees 
to  do  new  work. 

Some  employees  will  leave  through  normal  turnover, 
although  attrition  has  declined  considerably  since 
1988. 

IRS  has  begun  to  use  term  appointments--2,000  so  far-- 
to  fill  positions  needed  currently  but  not  in  the 
future.   OPM  regulations  allow  term  appointments  when 
the  employment  need  is  longer  than  1  year  but  not  more 
than  4  years . 

IRS  may  also  redirect  some  affected  employees  into  new 
tax  compliance  and  customer  service  positions. 

IRS'  experiences  in  implementing  the  Automated  Underreporter 
System  provide  a  clear  example  of  the  problems  that  can  be 
encountered  without  effective  human  resources  planning. 
Implementation  of  that  system  involved  a  consolidation  in  6 
service  centers  of  underreporter  work  that  IRS  had  been  doing  in 
10.   Consistent  with  IRS'  policy,  work  had  to  be  found  for  staff 
in  the  other  four  service  centers  who  would  no  longer  be  doing 
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underreporter  work.   As  of  August  1993,  1  year  after  this  process 
began,  about  one-third  of  those  employees  had  still  not  been 
redeployed. 

CONCLUSIONS 

IRS'  business  vision  holds  great  promise  for  improved  taxpayer 
service  and  more  efficient  and  effective  government.   We  look 
forward  to  the  day  when  taxpayers  can  get  the  kind  of  service 
they  deserve  and  when  IRS  employees  have  the  tools  they  need  to 
do  their  jobs  right.   IRS  got  a  late  start  in  developing  its 
vision  and  faces  many  challenges  before  the  vision  will  become  a 
reality.   But  it  must  persevere.   Continuing  oversight  by  this 
Subcommittee  will  help  ensure  that  it  does. 

This  concludes  my  statement.   We  welcome  any  guestions  you  may 
have. 
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STATUS  OF  RECOMMENDATIONS  FROM 
IRS'  SERVICE  CENTER  ORGANIZATION  STUDY 

In  1992,  IRS  began  a  study,  referred  to  as  the  Service  Center 
Organization  Study  (SCOS) ,  to  improve  (1)  the  way  IRS  collects 
and  processes  tax  return  data  and  (2)  the  quality  and  content  of 
its  non-face-to-face  contacts  with  taxpayers.   The  scope  of  this 
study  included  all  work  currently  done  at  the  10  service  centers, 
2  computing  centers,  32  taxpayer  service  call  sites,  23  automated 
collection  system  (ACS)  sites,  and  3  Centralized  Inventory 
Distribution  System  (CIDS)  sites  that  handle  requests  for  forms 
and  publications. 

SCOS  recommended  two  new  organizational  entities  and  clarified 
the  role  of  computing  centers.   One  new  entity,  submission 
processing  sites,  will  handle  all  paper  transmissions--tax 
returns,  information  documents,  W-2s,  and  correspondence- -and 
will  resolve  errors  that  do  not  require  customer  contact.   The 
paper  transmissions  will  be  scanned  and  imaged  and  will  be  stored 
in  a  Document  Processing  System.   The  scanned  images  will  then  be 
transferred  to  computing  centers.   SCOS  recommended  having  four 
submission  processing  sites. 

The  second  new  entity,  customer  service  sites,  will  consolidate 
current  telephone-based  operations  at  taxpayer  service  call 
sites,  ACS  sites,  CIDS  sites,  service  centers,  and  computing 
centers.   We  recommended  such  a  consolidation  in  our  1991 
testimony  before  the  Subcommittee."  These  customer  service 
sites  are  expected  to  resolve  all  taxpayer  questions  and  problems 
that  do  not  require  face-to-face  contact.   Face-to-face  contacts 
will  continue  to  take  place  in  IRS'  district  offices.   IRS' 
vision  is  that  most  non-face-to-face  dealings  with  taxpayers  will 
be  over  the  telephone,  although  the  customer  service  sites  will 
also  handle  correspondence. 

Taxpayers  wanting  to  call  IRS  would  use  one  toll-free  number  no 
matter  what  their  problem  or  question.   SCOS  assumed  that  through 
the  use  of  voice  response  units  and  various  interactive  systems, 
45  percent  of  the  callers  would  be  able  to  take  care  of  their 
problem  or  question  without  talking  to  a  human  being  (a 
discussion  of  what  IRS  is  doing  to  develop  the  menus  associated 
with  the  voice  response  units  is  in  app.  IV) .   Taxpayers  who 
cannot  resolve  their  issues  through  this  system  will  be  routed  to 
an  IRS  employee  for  assistance.   SCOS  recommended  that  there  be 
from  10  to  28  customer  service  sites. 


"Identifying  Options  for  Organizational  and  Business  Changes  at 
IRS  (GAO/T-GGD-91-54,  July  9,  1991)  . 
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SCOS  also  clarified  the  roles  of  computing  centers.   When  we 
testified  in  July  1991,  IRS  was  planning  to  maintain  computerized 
taxpayer  account  data  at  all  10  service  centers.   We  questioned 
that  plan.   SCOS  subsequently  recommended  that  those  activities 
be  centralized  in  three  computing  centers.   As  described  in  the 
SCOS  report,  the  computing  centers,  among  other  things,  will 
directly  receive  from  taxpayers  all  electronic  and  magnetic 
transmissions  of  tax  returns,  payments,  information  returns, 
etc.,  and  use  that  information  along  with  data  transferred  from 
submission  sites  to  update  taxpayer  databases  and  identify  issues 
for  further  analysis  and  taxpayer  contact. 

IRS*  Executive  Committee  has  approved  the  basic  concept  of 
operations  for  submission  processing  sites,  customer  service 
sites,  and  computing  centers,  as  described  above.   The  only  site- 
specific  recommendations  that  IRS  has  announced  were  for  the 
three  computing  centers.   They  will  be  in  Martinsburg,  West 
Virginia,  and  Detroit,  Michigan  (the  sites  of  IRS'  two  existing 
computing  centers),  and  Memphis,  Tennessee. 

After  SCOS  was  completed,  IRS  senior  executives  identified  a  need 
for  a  more  detailed  analysis  of  the  transition  and  implementation 
issues  associated  with  the  new  business  vision.   As  a  result  of 
this  analysis,  changes  were  made  to  some  of  the  key  assumptions 
upon  which  the  SCOS  recommendations  were  based.   For  example,  IRS 
lowered  the  number  of  electronically-filed  returns  it  expects  to 
receive  in  2001  from  91  million  to  80  million. 

IRS  further  revised  its  assumptions  for  purposes  of  sizing  the 
submission  processing  sites  that  will  be  operational  in  1996. 
For  example,  as  part  of  its  vision  for  reducing  the  amount  of 
paper  associated  with  returns  processing,  SCOS  assumed  that  all 
returns  not  filed  electronically  would  be  filed  on  answer  sheets. 
To  size  the  submission  processing  sites,  however,  IRS  decided  to 
assume  that  only  50  percent  of  the  nonelectronic  returns  would  be 
received  on  answer  sheets.   IRS  also  used  a  more  conservative 
estimate  of  about  60  million  electronic  returns  (rather  than  its 
goal  of  80  million)  to  allow  for  the  possibility  that  some 
proposed  legislation  will  not  be  enacted.   And  IRS  decided  that 
it  should  plan  on  continuing  to  receive  quarterly  employment  and 
excise  tax  returns — SCOS  had  assumed  that  these  returns  would  be 
filed  annually. 

By  assuming  less  electronic  returns  and  fewer  answer  sheets  than 
anticipated  by  SCOS  and  by  assuming  continuation  of  quarterly 
filings,  IRS  increased  its  estimate  of  the  amount  of  paper  that 
would  have  to  be  processed.   That  increase  will  most  likely 
result  in  an  increase  in  the  number  of  submission  processing 
sites  from  the  four  recommended  in  SCOS.   At  the  time  we  prepared 
this  statement,  IRS  was  considering  increasing  the  number  to  five 
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or  six.   The  revised  assumptions  will  also  affect  the  workload 
estimates  for  customer  service  sites'  because  paper  returns 
involve  more  errors  than  electronically-filed  returns,  which,  in 
turn,  will  require  more  correspondence  with  taxpayers.   However, 
it  is  uncertain  how,  if  at  all,  this  increased  workload  will 
affect  IRS'  decision  on  the  number  of  customer  service  sites. 
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CREDIT  CARD  TAX  PAYMENT  ISSUES 

One  legislative  proposal  mentioned  in  SCOS  would  allow  for 
payment  of  taxes  by  credit  card.   That  provision  is  included  in 
H.R.  3419.   The  use  of  credit  cards  would  offer  taxpayers  an  easy 
payment  option  and  might  possibly  facilitate  tax  payment  under 
IRS'  electronic  filing  program.   Currently,  taxpayers  who  file 
electronically  and  owe  additional  taxes  must  send  their  payment 
to  IRS  separate  from  the  tax  return. 

It  is  likely  that  authorization  for  credit  card  federal  tax 
payments  would  be  extended  to  debit  cards  as  well.   IRS  staff 
have  been  working  on  policy  issues  surrounding  credit  and  debit 
card  payments  and  ways  to  implement  a  credit  card  tax  payment 
program  once  legislation  is  enacted.   Even  if  legislation  were 
enacted  to  authorize  federal  tax  payment  by  credit  card,  IRS 
would  need  to  resolve  important  issues  before  accepting  such 
payments . 5 

For  Visa  and  MasterCard--the  two  most  widely  used  credit  cards  in 
the  nation  and  therefore  likely  to  be  used  to  pay  taxes--the 
treatment  of  federal  taxes  paid  with  a  credit  card  in  bankruptcy 
proceedings  is  the  single  most  important  unresolved  issue.   Under 
current  law,  federal  taxes  are  generally  not  dischargeable  in 
bankruptcy.   However,  consumer  indebtedness  owed  on  credit  cards 
is  subject  to  discharge  in  bankruptcy  proceedings.   According  to 
data  we  obtained  from  Visa,  bankruptcy  losses  are  one  of  their 
largest  write-offs  annually. 

Officials  representing  Visa  and  MasterCard  have  expressed 
reservations  to  IRS  about  allowing  credit  card  tax  payments 
unless  federal  tax  debts  paid  with  a  credit  or  debit  card  remain 
a  nondischargeable  item  in  bankruptcy.   Their  position  is  that  a 
federal  credit  or  debit  card  tax  payment  program  should  not 
create  new  risk  for  either  IRS  or  the  credit  card  system.   It  is 
important  to  note  that  taxpayers  can  currently  pay  their  taxes 
with  credit  cards  if  they  obtain  cash  advances  or  use  the 
convenience  checks  associated  with  some  credit  cards. 

There  are  additional  issues  that  IRS  must  address  in  order  to 
administer  a  credit  card  tax  payment  program.   One  issue  is 
treatment  of  the  discount  fees  typically  incurred  on  traditional 
charge  transactions.   A  merchant  accepting  a  credit  card  pays  a 
discount  fee,  which  reduces  the  amount  of  the  proceeds  for  sales 
made  by  credit  card.   The  potential  problem  is  that  credit  card 


5The  material  that  follows  came  from  our  report  entitled  Tax 
Administration:   New  Delinquent  Tax  Collection  Methods  for  IRS 
(GAO/GGD-93-67,  May  11,  1993). 
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issuers  prohibit  merchants  from  passing  the  discount  fees  on  to 
customers  and  IRS  typically  does  not  discount  taxes  (other  than 
in  circumstances  where  an  offer  in  compromise  is  involved).6 

Several  states  currently  allow  taxpayers  to  pay  taxes  by  credit 
card.   Generally,  to  not  discount  taxes  owed  the  states,  the 
states  have  contracted  with  an  intermediary  company  which 
actually  accepts  the  credit  card  payment  from  the  taxpayer.   The 
state  is  paid  the  full  amount  of  the  tax  and  the  taxpayers  agree 
to  pay  a  transaction  fee  over  and  above  the  amount  of  taxes  owed 
the  state.   Because  of  the  transaction  fee,  these  types  of  credit 
card  transactions  are  under  review  by  VISA  and  MasterCard. 

One  solution  for  IRS  in  dealing  with  discount  and  transaction  fee 
issues  would  be  to  join  the  Financial  Management  Service's  (FMS) 
Credit  Card  Collection  Network.7  FMS  has  made  arrangements  with 
banks  that  allow  federal  agencies  to  accept  credit  cards  for 
sales  without  discounting  them.   Under  FMS'  arrangement,  the 
federal  government  maintains  noninterest-bearing  accounts  at  the 
banks  instead  of  paying  discount  fees. 

Another  matter  for  IRS  to  consider  involves  the  resolution  of 
credit  card  billing  errors.   Credit  card  billing  errors  are 
governed  by  the  Truth  in  Lending  Act  (15  U.S.C.  1666)  and  similar 
state  laws.   Debit  card  billing  error  resolution  guidelines  are 
covered  by  the  Electronic  Funds  Transfer  Act  (15  U.S.C.  1693f). 
Additional  guidance  would  be  needed  to  clarify  when  and  how  IRS 
should  be  involved  in  resolving  billing  disputes  associated  with 
paying  taxes  with  credit  and  debit  cards. 

Yet  another  issue  was  raised  by  Bankcard  Holders  of  America,  a 
credit  card  consumer  group  concerned  about  taxpayers'  privacy. 
That  group  has  suggested  that  tax  preparers  and  others  be 
prohibited  from  marketing  information  relating  to  taxpayers  who 
pay  taxes  with  credit  cards.   There  has  also  been  some  opposition 
to  the  credit  card  tax  payment  proposal  because  of  concerns  about 
encouraging  more  consumer  indebtedness. 


6An  offer  in  compromise  is  a  situation  wherein  IRS  considers 
accepting  less  than  the  full  amount  of  taxes  owed  to  resolve  the 
liability  in  full. 

7FMS,  an  agency  of  the  Department  of  the  Treasury,  is  responsible 
for,  among  other  things,  operating  and  maintaining  systems  for 
collecting  government  funds. 
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IRS  PLANS  CHANGES  TO  ITS  REGIONAL  OFFICES 

In  1992,  IRS  began  a  study  of  its  National  and  regional  offices. 
As  a  result  of  that  study,  IRS  has  tentatively  decided  to  (1) 
reduce  the  number  of  regions  from  7  to  5  by  December  1995;  (2) 
reduce  the  number  of  regional  employees  so  that  each  region 
eventually  has  a  core  of  about  50  employees  devoted  to  compliance 
and  customer  service  research  and  analysis,  with  some  additonal 
support  positions;  and  (3)  establish  consolidated  sites  (the 
number  yet  to  be  determined)  to  provide  resources  management  and 
information  services. 

The  results  of  the  National  Office/Regional  Office  study  were  not 
formally  documented.   According  to  IRS  officials,  three  guiding 
principles  were  used  in  making  these  decisions:   (1)  reducing  the 
number  of  executives,  (2)  reducing  the  number  of  management 
layers  in  IRS,  and  (3)  reducing  regional  and  National  Office 
positions  by  2,000  and  redeploying  staff  to  the  front-line  to 
improve  customer  service. 

The  seven  regional  offices,  each  under  the  direction  of  a 
Regional  Commissioner,  execute  National  Office  policy  and  oversee 
the  functions  and  activities  of  the  district  offices  and  service 
centers  within  their  geographical  boundaries.   The  regional 
offices  help  reduce  the  National  Office's  span  of  control  over  a 
field  structure  that  includes  10  service  centers  and  63  district 
offices. 

We  are  assessing  the  roles  and  responsibilities  of  IRS'  regional 
offices  for  the  Subcommittee  on  Oversight,  House  Committee  on 
Ways  and  Means,  and  expect  to  issue  a  report  early  next  year.   In 
April  1993,  we  told  the  Subcommittee  that  although  we  had 
identified  several  positive  aspects  of  regional  office 
operations,  we  had  also  identified  opportunities  for  increasing 
operational  efficiency.8  For  example: 

While  span  of  control  is  a  valid  consideration  in 
managing  63  district  offices,  it  seems  less  valid  when 
considering  the  10  service  centers  and  3  forms 
distribution  sites. 


8Tax  Adminstration:   IRS'  Budget  Request  for  Fiscal  Year  1994 
(GAO/T-GGD-93-23,  Apr.  28,  1993). 

16 


101 


APPENDIX  III  APPENDIX  III 

Span  of  control  could  also  become  less  of  a  concern 
once  IRS  consolidates  its  various  telephone  operations. 
Currently,  telephone-based  operations  report  through 
district  and  regional  offices  to  the  National  Office. 
A  consolidated  telephone  operation  could  report 
directly  to  the  National  Office. 

Efficiencies  could  be  achieved  by  consolidating 
administrative  services  (such  as  processing  travel 
vouchers),  resource  management  activities  (such  as 
training  and  personnel  management),  and  automated  data 
processing  activities. 

IRS  is  working  on  the  issues  associated  with  having  fewer 
regional  office  staff.   Specifically,  IRS  senior  executives  are 
deciding  on  the  appropriate  roles  and  responsibilities  for 
regional  offices  given  the  recommended  staffing  levels.   Those 
roles  and  responsibilities  have  already  been  altered  as  a  result 
of  IRS'  recently-announced  plans  to  reorganize  its  criminal 
investigation  function.   That  reorganization,  among  other  things, 
will  reduce  to  34  the  number  of  districts  having  a  chief  of 
criminal  investigation.   Also,  in  lieu  of  having  an  assistant 
regional  commissioner  for  criminal  investigations  in  each  region 
responsible  for  overseeing  district  office  activities,  the  new 
structure  calls  for  four  directors  of  investigation  based  in 
separate  geographic  areas.   The  four  directors  will  report 
directly  to  the  National  Office,  thus  eliminating  the  regional 
offices  from  any  management  role. 
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IRS'  PLANS  TO  DEVELOP  A  MENU-DRIVEN  TELEPHONE  SERVICE 

A  key  feature  of  IRS'  business  vision  is  increased  reliance  on 
the  telephone  to  interact  with  taxpayers.   An  important  element 
in  accomplishing  this  is  the  use  of  voice  response  units  that 
employ  menus  allowing  taxpayers  to  route  themselves  to  various 
information  sources,  depending  on  the  nature  of  their  problem  or 
question.   The  Subcommittee  asked  about  the  steps  IRS  is  taking 
to  make  these  menus  "friendly  to  the  taxpayers." 

Cognizant  IRS  officials  told  us  that  IRS  is  taking  several 
actions  to  try  to  make  the  menus  user  friendly.   These  actions 
include  (1)  seeking  advice  from  private  industry  users,  (2) 
contracting  with  the  American  Institutes  for  Research  for 
development  of  standards  to  guide  menu  development,  and  (3)  pilot 
testing  the  Taxpayer  Service/Automated  Collection  System  call 
routing  application  in  the  Cleveland  call  site  in  1993.   As  part 
of  this  process,  IRS  has  sought  taxpayers'  comments  about  the 
menus . 

IRS  has  had  some  successful  experiences  with  telephone  menus. 
IRS'  test  of  telephone  filing  of  tax  returns,  for  example, 
involves  the  use  of  a  menu  that  leads  taxpayers  through  the 
filing  of  a  simple  tax  return.   Our  assessment  of  that  test  in 
1992  showed  that  the  process,  including  the  menu,  worked  very 
well  and  was  well  received  by  taxpayers  who  used  it.9  We  used 
the  menu  ourselves  and  found  it  user  friendly. 

IRS  is  installing  new  voice  response  unit  menus,  based  on  its 
Cleveland  test,  at  16  other  call  sites  and  has  said  that  it  will 
continue  to  collect  taxpayers'  comments  and  modify  the  menus  as 
needed.   We  believe  that  the  process  IRS  is  using  to  develop  the 
menus,  and  the  steps  being  taken  in  that  process,  are  reasonable. 
However,  we  have  not  done  enough  work  to  say  whether  taxpayers 
who  have  used  those  menus  found  them  easy  to  use. 

We  informally  tested  the  menus  by  having  several  of  our  staff 
members  make  calls  to  the  Atlanta,  Cleveland,  and  Phoenix  call 
sites.   In  general,  we  found  the  menus  easy  to  follow,  although 
we  thought  some  were  too  lengthy  and  detailed.   Some  of  our  staff 
said  that  they  were  hesitant  to  make  menu  selections  because  of 
the  large  number  of  detailed  options  from  which  to  choose.   This 
factor  may  have  played  a  part  in  the  fact  that  only  55  percent  of 
the  taxpayers  in  the  Cleveland  test  chose  to  route  themselves. 
IRS  is  working  to  resolve  such  problems  as  it  continues  to  test 
these  menus  and  receive  taxpayer  feedback. 


9Tax  Administration:   IRS'  Test  of  Tax  Return  Filing  by  Telephone 
(GAO/GGD-93-91BR,  Apr.  26,  1993). 
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STATUS  OF  IRS'  EFFORTS  TO  COMPLY  WITH  THE  CFO  ACT 

On  June  30,  1993,  we  reported  on  the  first  year  financial  audit 
of  IRS,  stating  that  IRS'  existing  systems  were  not  designed  to 
provide  the  meaningful  and  reliable  financial  management 
information  needed  to  effectively  manage  and  report  on  IRS' 
operations.   Accordingly,  we  were  unable  to  express  an  opinion  on 
the  reliability  of  the  fiscal  year  1992  Principal  Financial 
Statements  of  IRS  because  critical  supporting  information  was  not 
available  and  we  were  unable  to  perform  the  audit  procedures  we 
considered  necessary.   Where  supporting  information  was 
available,  we  found  that  such  information  was  generally 
unreliable  because  of  material  weaknesses  in  internal  controls. 

As  highlighted  below,  IRS  has  taken  action  to  correct  many  of  the 
problems  in  time  for  the  audit  of  its  fiscal  year  1993  financial 
statements,  particularly  those  where  needed  supporting  data  was 
not  available  for  our  fiscal  year  1992  audit.   We  are  now  doing 
the  fiscal  year  1993  audit  and  anticipate  completing  our  work  no 
later  than  June  1994.   We  plan  to  assess  the  effectiveness  of  IRS 
corrective  actions  during  the  current  audit.10 

TAX  ACCOUNTS  RECEIVABLE 

After  performing  a  detailed  analysis  of  IRS'  receivables  as  of 
June  30,  1991,  we  estimated  that  only  $65  billion  of  about  $105 
billion  in  gross  reported  receivables  that  we  reviewed  were  valid 
and  that  only  $19  billion  were  collectible.   At  the  time,  IRS 
reported  that  $66  billion  of  the  $105  billion  were  collectible. 

Historically,  IRS  reports  have  significantly  overstated 
receivables  primarily  because  IRS  included  duplicate  and 
insufficiently  supported  assessments  that  it  had  recorded  as  part 
of  efforts  to  identify  and  collect  taxes  due.   While  IRS  has  a 
need  to  maintain  such  records  for  enforcement  purposes,  many 
assessments  were  not  valid  receivables  for  financial  reporting 
purposes  and  should  not  have  been  included  in  the  reported 
balances.   In  addition,  IRS'  estimates  of  the  collectibility  of 
its  receivables  have  been  unreliable  because,  in  addition  to 
including  invalid  receivables,  IRS  relied  solely  on  collection 
experience  and  did  not  group  assessments  according  to  their 
collection  risk  or  consider  the  taxpayer's  current  ability  to 
pay.   This  unreliable  information  on  IRS'  accounts  receivable  has 
affected  decisions  on  the  (1)  impact  of  increased  collections  on 
the  deficit,  (2)  evaluation  of  enforcement  and  collection 
performance,  (3)  determination  of  staffing  levels,  and  (4) 
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allocation  of  resources. 

Based  on  methods  that  we  recommended  in  our  May  1993  report  on 
accounts  receivable,11  IRS  developed  an  estimate  of  $22  billion 
for  collectible  receivables  as  of  September  30,  1992,  based  on  a 
sample  of  such  accounts.   However,  we  were  unable  to  audit  this 
information  during  our  fiscal  year  1992  audit  because  IRS 
completed  its  analysis  too  late.   We  are  in  the  process  of 
examining  IRS'  detailed  analysis  to  determine  the  reliability  of 
its  estimate.   IRS  is  planning  to  use  similar  methods  to  estimate 
collectible  receivables  as  of  September  30,  1993.   Ultimately, 
though,  systems  must  be  developed  to  routinely  maintain  an 
accurate  record  of  IRS'  receivables. 

REVENUE 

We  were  able  to  determine  that  IRS'  total  reported  revenues  of 
about  $1.1  trillion  were  actually  collected  and  deposited  into 
Treasury  accounts.   However,  we  were  unable  to  audit  the 
components  of  revenue  because  IRS'  systems  could  not  provide  the 
detailed  transactions  supporting  the  revenue  balance. 

IRS  has  developed  programs  to  provide  the  detailed  data  needed  to 
audit  the  revenue  components  for  fiscal  year  1993.   Through  these 
programs,  IRS  recently  provided  us  with  detailed  revenue 
transactions  for  a  test  period.   We  are  reviewing  this 
information  to  determine  its  adeguacy  for  our  tests  and  to  ensure 
that  the  information  agrees  with  IRS'  accounting  records.   IRS 
has  committed  to  providing  us  with  detailed  revenue  transactions 
for  the  entire  fiscal  year,  which  we  plan  to  audit  for 
reliability.   Such  information  would  be  useful  to  IRS  in  managing 
its  collection  and  enforcement  activities. 

MANAGEMENT  OF  OPERATING  FUNDS 

We  were  unable  to  audit  approximately  $4.3  billion,  or  64 
percent,  of  the  reported  spending  of  $6.7  billion  from  IRS' 
operating  appropriations  because  IRS  could  not  reconcile  the 
total  of  detailed  spending  information  in  its  outdated  systems 
with  summary  amounts  reported  in  such  systems.   The  remaining 
$2.4  billion  of  reported  spending  in  fiscal  year  1992,  which  we 
audited,  was  processed  by  a  new  system  installed  in  fiscal  year 
1992  in  IRS*  National  Office  and  one  region.   The  new  system  was 
implemented  throughout  IRS  on  October  1,  1992.   IRS  believes  that 
the  new  system  will  provide  the  needed  support  for  our  current 
audit. 
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PROPERTY  AND  EQUIPMENT 

We  were  unable  to  audit  IRS'  property  and  equipment  because  IRS 
did  not  maintain  complete  and  reliable  detailed  inventory  records 
for  its  computer  equipment  and  software  (ADP  assets).   IRS  is  in 
the  process  of  manually  compiling  detailed  lists  of  all  of  its 
ADP  assets  as  of  September  30,  1993,  which  it  expects  to  complete 
by  the  end  of  calendar  year  1993. 

SEIZED  ASSETS 

We  were  unable  to  audit  the  $797  million  IRS  reported  for  seized 
assets  because  IRS  had  not  yet  completed  compiling  its  physical 
inventory  of  these  assets  as  of  September  30,  1992.   IRS  has 
since  completed  that  inventory  and  is  in  the  process  of 
completing  its  inventory  as  of  September  30,  1993. 

We  also  found  that  IRS  had  not  instituted  basic  systems  and 
controls  to  provide  reasonable  assurance  that  asset  seizures  and 
disposals  were  accurately  recorded  on  a  timely  basis.   To  provide 
complete  and  reliable  records  of  asset  seizures,  IRS  plans  to 
implement  a  new  property  tracking  system  for  assets  seized  for 
collection  purposes  and  have  a  professional  management  company 
manage  assets  seized  through  criminal  investigations. 

CRITICAL  FINANCIAL  MANAGEMENT  PROBLEMS  EXIST 

In  addition  to  the  unavailability  of  supporting  information,  our 
audit  identified  critical  financial  management  problems  that 
demand  attention.   We  found  material  weaknesses  in  internal 
controls  in  the  areas  of  revenue,  tax  accounts  receivable, 
property  and  equipment,  management  of  operating  funds,  computer 
controls,  seized  assets,  and  reports  required  by  the  Federal 
Managers'  Financial  Integrity  Act  (FMFIA).   IRS  is  either 
considering,  planning,  or  taking  corrective  actions  with  respect 
to  these  problems.   As  part  of  our  fiscal  year  1993  audit,  we  are 
assessing  the  status  and  effectiveness  of  these  actions. 

We  believe  that  there  is  a  high  potential  return  on  investment  in 
the  financial  management  function.   IRS  has  made  important 
strides  in  addressing  long-standing  financial  management 
problems.   But  the  process  of  change  has  just  begun.   IRS 
continues  to  face  major  challenges  in  developing  meaningful  and 
reliable  financial  management  information  and  providing  effective 
internal  controls,  as  envisioned  by  the  CFO  Act.   It  will  take  a 
significant  and  sustained  commitment  by  IRS,  particularly  by  the 
CFO  and  his  staff,  to  build  on  efforts  now  underway  to  develop 
such  information  and  put  proper  controls  in  place. 
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Mr.  Spratt.  How  do  you  generally  assess  the  status  of  the  IRS' 
modernization  effort?  Is  it  going  forward  constructively?  Can  we  ex- 
pect that  TSM  is  going  to  produce  the  fruits  that  we  just  were 
shown  by  the  previous  panel?  Is  it  going  to  be  a  more  efficient  sys- 
tem? 

And  our  two  concerns  are  these:  First  of  all,  what  is  the  impact 
on  employee  morale;  what  is  the  status  of  training  and  retraining 
among  employees?  Is  the  work  force  at  the  Internal  Revenue  Serv- 
ice up  to  this  challenge  or  will  it  require  extensive  retraining,  re- 
education, and  possibly  a  new  effort  at  hiring  different  types  to 
work  for  the  Service  than  those  that  have  been  hired  in  clerical  po- 
sitions in  the  past? 

And,  second,  can  we  be  assured,  confident,  that  these  changes 
are  going  to  help  us  narrow  the  tax  gap  as  opposed  to  risking  pos- 
sibly, with  electronic  filing,  a  broadening  of  the  tax  gap;  abuse  of 
the  system? 

Ms.  Stathis.  Let  me  give  you  some  of  my  thoughts  on  those 
questions  and  then  maybe  my  colleagues  will  have  other  thoughts 
they  will  want  to  give  you. 

I  think  that  the  Service  is  better  positioned  today  to  implement 
Tax  Systems  Modernization  than  they  have  ever  been  before.  They 
really  have  done  a  tremendous  job  in  stepping  back  and  thinking 
through  how  their  business  operations  should  work;  and  how  they 
can  best  do  that  as  they  are  doing  this  modernization. 

You  know,  for  a  number  of  years  they  were  proceeding  on  a  tech- 
nical planning  process  without  thinking  through  whether  they 
ought  to  continue  doing  everything  the  same  way.  It  was  this  sub- 
committee who  encouraged  them  to  step  back  and  take  a  look  at 
their  business  operation.  They  have  done  that  and  they  have  put 
together  a  plan  that  will  lead  to  more  efficient  operations  if  it  can 
be  implemented. 

In  terms  of  the  employees  and  their  ability  to  do  this,  I  think 
there  are  a  lot  of  unknowns.  There  are  a  lot  of  unknowns  yet  as 
to  what  these  jobs  will  look  like  in  the  future;  where  they  will  be 
located;  and  just  how  much  of  a  change  it  will  be.  This  is  a  tremen- 
dous effort  and  a  tremendous  change;  because  in  many  of  these 
Service  centers,  IRS  will  be  changing  from  what  is  essentially  a 
paper  moving  factory,  if  you  will,  to  what  will  essentially  be  an  en- 
tirely professional  organization.  So  we  cannot  underestimate  the 
job  that  IRS  faces. 

IRS  has  to  do  this.  It  may  not  be  done  as  well  as  everybody 
would  like,  but  IRS  is  going  to  have  to  work  on  it  because  it  is 
something  that  has  to  be  done. 

In  terms  of  the  tax  gap,  there  are  two  parts  of  that  that  I  would 
answer.  Obviously,  the  issue  of  fraud  in  electronic  filing  is  some- 
thing that  IRS  needs  to  be  concerned  about,  and  that  can  be 
thought  about  in  terms  of  the  design  of  the  system;  ways  to  prevent 
it  happening  in  the  beginning. 

But  the  tax  gap  itself  is  primarily  made  up  of  unreported  income 
and  overstated  deductions.  And  I  am  not  real  confident  that  elec- 
tronic filing  in  and  of  itself  is  going  to  have  any  effect  on  that. 

There  is  the  possibility  that  through  getting  more  things  elec- 
tronically they  will  have  a  greater  capability  of  doing  more  com- 
puter matching  and,  therefore,  detecting  more  things,  but  it  is  only 
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in  that  second  component  that  I  believe  the  vision  that  has  been 
articulated  today  will  affect  that. 

Mr.  Spratt.  Can  I  interrupt  you?  In  your  testimony,  as  I  recall, 
you  talked  about  preventive  maintenance,  about  efforts  by  the 
Service  to  nip  evasion  and  abuse  in  the  bud  among  taxpayers,  or 
simple  underreporting  and  neglect. 

What  do  you  have  in  mind  there?  What  could  they  do  better  that 
would  anticipate  the  underreporting  or  overstatement  of  deductions 
or  the  failure  to  file  FICA  returns  and  pay  FICA  periodically?  What 
could  they  do  better  that  would  prevent  these  collection  problems 
from  becoming  so  large  they  are  sometimes  unmanageable  by  the 
time  they  detect  them? 

Ms.  Stathis.  Well,  this  subcommittee  has  had  a  long  history  of 
trying  to  encourage  what  is  called  a  business  information  returns 
program,  a  corporate  document  matching  program,  if  you  will, 
which  I  think  is  something  that  would  go  a  long  way  toward  ad- 
dressing the  tax  gap  issues. 

This  subcommittee  has  also  examined  issues  with  independent 
contractors,  for  example.  So  there  are  a  number  of  things  such  as 
that  that  could  address  the  tax  gap  issue. 

What  we  talk  about  in  the  statement  is  the  issue  of  electronic  fil- 
ing fraud  and  the  effort  that  IRS  is  taking  to  try  to  better  identify 
fraudulent  returns  as  they  are  entering  the  system. 

Mr.  Spratt.  But  doesn  t  crossmatching  come  much  more  feasible 
on  a  broader  scale  with  electronic  filing,  particularly  if  a  high  per- 
centage of  the  system  is  electronically  entered  at  the  very  outset? 

Ms.  Stathis.  It  makes  it  much  more  efficient.  It  would  be  much 
easier  to  receive  the  information,  to  receive  it  more  quickly,  and  at 
less  cost.  And  the  capacity  that  IRS  is  going  to  have,  the  greater 
computer  capacity  through  Tax  Systems  Modernization,  will  allow 
them  to  do  more  of  that. 

Mr.  Spratt.  How  much  of  the  tax  gap  is  due  to  simple  nonfiling? 

Ms.  Stathis.  I  believe  the  nonfiling  estimate  is  about  $8  billion, 
but  I  might  need  to  check  that  for  you  for  the  record. 

Mr.  Spratt.  So  that  is  only  maybe  10  percent  of  the  problem? 

Ms.  Stathis.  Or  less. 

Mr.  Spratt.  Or  less. 

Ms.  Stathis.  Yes. 

Mr.  Spratt.  Let  me  turn  the  questions  over  to  Mr.  Cox.  I  may 
have  some  more  when  we  finish  with  his. 

Mr.  Cox.  Thank  you,  Mr.  Chairman,  and  thank  you  to  each  of 
you  for  coming  here  today.  I  can't  think  of  anything  that  is  more 
down  the  middle  of  GAO's  responsibility  than  keeping  track  of 
what  goes  on  at  the  IRS,  both  from  a  management  and  from  a  fi- 
nancial standpoint.  Its  operations  do  more  to  affect  the  accounting 
integrity  of  the  government's  operations  than  any  other  agency  I 
can  think  of. 

With  that  in  mind,  I  went  back  and  took  a  look  at  the  last  finan- 
cial audit  that  GAO  has  completed  of  IRS'  fiscal  year  1992  financial 
statements.  The  audit  bears  directly  on  the  Tax  Systems  Mod- 
ernization proposals  that  are  now  before  us.  I  would  just  like  to 
point  out  a  couple  of  the  comments  from  that  audit. 

One,  just  for  the  record,  is  that  IRS  does  not  keep  very  good 
records  even  of  the  moneys  that  it  collects,  so  we  do  not  know 
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whether  or  not  its  reported  revenues  are  accurate.  That  is  rather 
shocking,  considering  the  central  function  of  the  Internal  Revenue 
Service. 

Specifically,  the  report  mentions  that  IRS  does  not  account  for 
the  specific  amounts  of  Social  Security  taxes  collected  and,  as  a 
consequence,  the  Service  cannot  provide  information  on  the  subsidy 
that  Social  Security  taxes  are  providing  to  other  spending.  Congres- 
sional committees  do  not  have  the  information  they  need  to  know 
whether  the  Social  Security  program  is  sound;  other  operations 
that  depend  upon  trust  fund  moneys  do  not  know  whether  they  are 
getting  the  right  kind  of  information,  all  as  a  result  of  sloppy  ac- 
counting at  the  Service. 

More  particularly  and  to  the  point  here,  under  the  heading 
"property  and  equipment"  in  your  audit,  you  stated  that  computer 
equipment  and  software,  often  referred  to  as  "automated  data  proc- 
essing assets,"  represent  a  significant  portion  of  the  cost  of  IRS' 
property  and  equipment.  That  certainly  stands  to  reason,  and  there 
is  no  contest  about  that.  But  because  the  information  in  its  ADP 
inventory  system  could  not  be  relied  upon,  IRS  did  not  report  a  bal- 
ance for  property  and  equipment  in  its  principal  financial  state- 
ments. So  we  do  not  have  a  good  balance  sheet,  if  you  will,  telling 
us  where  this  money  is  going. 

Instead,  IRS  reported  in  the  notes  to  its  principal  financial  state- 
ments a  balance  of  $282  million,  more  than  a  quarter  of  a  billion 
dollars,  which  included  only  a  portion  of  its  ADP  assets.  This  figure 
was  based — and  I  would  tarry  here  for  a  moment — on  a  manually 
compiled  listing  of  selected  large  dollar  ADP  assets. 

Because  planned  expenditures  for  ADP  assets  are  now  approach- 
ing $9  billion  under  IRS'  Tax  Systems  Modernization  effort,  un- 
doubtedly it  is  very  important  for  us  to  know  that  the  records  that 
are  being  kept  are  accurate;  that  the  amounts  being  spent  are  wise; 
and  that  the  return  that  we  are  getting  on  that  investment  is 
worthwhile. 

Finally,  I  will  quote  again  from  your  report  that  IRS  does  not 
record  on  a  timely  basis  its  acquisitions  of  data  processing  equip- 
ment, nor  does  it  report  on  a  timely  basis  its  sales  or  dispositions 
of  those  assets.  It  does  not  effectively  perform  physical  inventories 
of  any  of  this  electronic  equipment,  and  it  uses  unrealistic  esti- 
mates instead  of  actual  costs  for  reporting  the  amount  involved. 

Further,  IRS  did  not  maintain  records,  at  least  as  of  June  1993, 
of  the  costs  of  in-house  software  development,  which  is  necessary 
to  provide  a  complete  accounting  of  ADP  costs. 

Now,  I  asked  the  Commissioner  earlier  whether  we  were  going 
to  be  able  to  reduce  our  personnel  costs  as  a  result  of  spending 
more  money  on  computers,  in  particular  to  replace  people  who 
right  now  are  manually  entering  data  from  tax  returns  and  tax  fil- 
ings. And  the  answer  that  I  got  was  either  a  complete  no  or  mostly 
no:  We  will  reduce  some  positions  but,  frankly,  what  we  really 
want  to  do  is  redeploy  those  assets  elsewhere.  And  it  would  be  a 
bad  thing  to  reduce  our  overhead  in  that  way. 

If  we  do  not  have  any  idea,  or  a  good  enough  idea,  how  much 
money  we  are  spending  on  the  modernization  itself,  if  we  are  not 
going  to  save  payroll  overhead  as  a  result  of  doing  it,  why  should 
Congress  not  say,  stop  everything,  show  us  exactly  the  return  we 
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are  getting  on  this  investment  or  we  will  not  spend  any  more  tax- 
payer's money  to  do  it? 

Ms.  Stathis.  This  particular  modernization  is  something  that 
has  to  be  done.  There  is  just  no  question  about  it.  The  computers 
that  IRS  has  and  the  software  that  they  have  is  1960's  era  hard- 
ware and  software.  It  will  cost  the  government  an  enormous 
amount  of  money  to  maintain  that  old  hardware  and  software  over 
the  next  several  years  if  we  continue  with  it.  So  it  is  cost  effective 
to  modernize,  regardless  of  the  personnel  issues  involved. 

And  there  is  just  not  going  to  be  the  support  out  there  in  the 
computer  industry  to  support  this  equipment  much  longer.  So  this 
modernization  has  to  be  done.  There  is  no  question  about  that.  I 
mean,  the  question  may  be  more  how  it  is  done  or  how  to  do  it  bet- 
ter. 

There  are  staff  productivity  savings  that  have  been  assumed  by 
OMB  as  interim  pieces  of  this  modernization  have  come  online,  and 
you  will  see  in  the  IRS  budget  each  year  where  OMB  has  cut  out 
of  the  budget  some  portion  of  IRS'  staff  as  payback  for  systems  as 
they  have  come  online.  In  fact,  we  have  been  a  little 

Mr.  Cox.  Even  though  we  don't  know  what  the  cost  is,  we  are 
paying  it  back? 

Ms.  Stathis.  The  productivity  savings.  Because  IRS  has  said  if 
we  introduce  electronic  filing,  for  example,  when  it  was  introduced 
first  in  the  Cincinnati  Service  center,  they  said  we  will  save  so 
many  staff  positions  if  we  introduce  this.  And  so  their  budget  was 
cut  for  those  number  of  people. 

And  we  have  been  a  little  concerned,  as  we  review  the  budget 
each  year,  that  sometimes  those  staff  positions  are  taken  out  of  the 
budget  even  before  these  systems  have  come  online.  So  I  think  that 
you  are  getting  some  of  the  productivity  savings  from  the  systems 
showing  up  in  the  budget. 

But  what  IRS  is  telling  you  is  that  each  year  they  propose  that 
Congress  reinvest  the  staff  positions  saved  through  productivity  in- 
creases by  giving  IRS  more  positions  to  do  something  else,  like 
audit  tax  returns  or  collect  tax  revenues.  And  those  proposals  are 
examined  each  year  on  a  case-by-case  basis,  and  they  have  to  make 
their  own  way  as  either  good  investments  or  bad  investments. 

I  think  that  is  what  IRS  is  telling  you,  that  they  expect  to  have 
productivity  savings,  and  that  they  expect  to  have  fewer  people 
handling  paper;  but  they  would  like  you  to  agree  to  reinvest  those 
savings  by  putting  more  people  into  compliance  jobs. 

Mr.  Cox.  I  suppose  my  question  is,  how  do  I  answer  that  ques- 
tion yea  or  nay  without  some  real  numbers? 

Ms.  Stathis.  The  numbers  that  you  need  are  the  ones  that  would 
give  you  some  estimate  as  to  how  the  tax  gap  will  be  reduced  or 
to  what  extent  revenues  will  be  increased  by  increasing  staffing  in 
the  compliance  functions.  And  that  is  different  than  asking  what 
will  we  get  back  for  the  TSM  investment. 

Mr.  Cox.  I  guess  I  agree  with  you  generally  that,  if  we  do  not 
have  sound  accounting  data,  we  have  to  operate  under  the  rules  of 
seat-of-the-pants  management;  and  we  understand,  generally,  that 
we  have  outdated  equipment  and  we  need  new  equipment,  for  ex- 
ample. We  understand  generally  that  if  we  free  up  personnel  in  one 
area,  we  might  retrain  them  to  do  something  else.  But  given  an 
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overall  limitation  on  available  funds  to  do  these  things,  would  it 
not  be  more  sensible  for  us,  before  we  drop  another  $9  billion,  for 
example,  to  insist  that  the  expenditure  of  funds  be  accounted  for, 
No.  1;  and  that  the  purpose  for  which  the  expenditure  is  made — 
that  is,  to  do  accounting — is,  in  fact,  completed? 

We  have  been  in  the  era  of  computers  for  some  time.  Admittedly, 
the  computers  we  have  at  the  IRS  now  are  less  than  state  of  the 
art,  but  at  least  they  should  be  capable  of  telling  us  the  composi- 
tion of  our  revenues  and  giving  us  an  inventory  of  the  assets  that 
the  agency  manages.  Instead,  we  find  ourselves  in  the  1990's  with- 
out this  kind  of  minimal  management  being  conducted. 

Perhaps  this  is  not  the  right  juncture  at  which  to  insist  this  be 
done,  but  it  seems  to  me  that  this  is  the  very  purpose  for  which 
we  are  spending  all  the  money  and  there  is  no  evidence  that  it  is 
going  to  work. 

Ms.  Edwards.  I  think  the  timing  is  one  point  that  we  should 
keep  in  mind.  The  report  that  you  are  referring  to  has  to  do  with 
acquisitions  that  have  gone  on  in  the  past. 

When  we  talk  about  TSM,  much  of  that  $8  billion  you  are  refer- 
ring to  has  not  been  spent  yet.  And  IRS  is  aware,  as  a  result  of 
that  particular  financial  audit  report  and  other  reports  from  GAO, 
that  the  need  to  keep  inventories,  the  need  to  track  costs,  and  the 
need  to  look  at  TSM  acquisitions  in  terms  of  cost  and  benefits,  that 
is  to  say,  what  do  we  get  for  the  dollars  we  are  expending,  are  es- 
sential; and  IRS  is  taking  steps  to  track  those  dollars. 

In  particular,  our  tracing  of  the  TSM  activities  is  in  line  with 
looking  at  the  dollar  payback  and  what  are  we  getting  for  it.  So  we 
are  tracking  the  progress  of  TSM  in  those  terms  for  each  of  the 
projects.  Your  point  is  not  lost.  It  certainly  is  a  necessary  compo- 
nent in  terms  of  making  an  assessment. 

Mr.  Holloway.  Congressman  Cox,  I  might  add — my  name  is 
Greg  Holloway,  and  I  am  responsible  for  the  financial  statement 
audit.  It  is  good  to  see  you,  Chairman  Spratt.  We  came  before  you 
not  too  long  ago  on  Customs,  and  I  agree  wholeheartedly  with  Jen- 
nie, but  I  think  your  point  clearly  shows  why  it  is  so  important  not 
only  to  IRS  and  Customs  but  throughout  the  government  that 
there  be  audited  financial  statements  so  that  you  have  reliable 
numbers  to  make  informed  decisions. 

The  point  Jennie  made  is  probably  the  most  crucial  thing  that 
you  do  not  want  to  lose  sight  of — is  that  the  right  answer  is  not 
to  stop  the  wagons  because  if  you  stop  the  wagons  some  other  bad 
things  are  going  to  happen.  I  think  the  right  answer  is  that  you 
should  demand  and  expect  better  reporting  so  that  you  do  have  a 
basis  to  make  those  right  judgments  from. 

IRS  has  attempted  to  address  some  of  these  issues.  I  think  they 
have  as  their  goal  to  be  in  a  position  to  have  good  numbers  by 
1995.  I  think  that  is  an  achievable  goal  and  is  a  reasonable  goal. 
In  the  interim  they  are  trying  to  improve  on  some  of  those  things. 

For  example,  you  mentioned  revenue  accounting.  The  principal 
issue  there  was  that  IRS  was  unable  to  dissect  what  the  distribu- 
tion of  the  revenue  was.  But  they  were  able  to  reliably  report  how 
much  money  they  had  collected.  So  some  things  are  working,  some 
things  are  not. 
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I  would  agree  with  Jennie  wholeheartedly  that  the  right  answer 
is  not  to  stop  the  efforts  of  TSM  but  to  demand  better  accounting 
as  you  go  forward.  And  I  think  that  should  be  insisted  upon  and 
emphasized. 

Mr.  Cox.  The  justification,  of  course,  for  this  is  that  it  will  save 
about  $500  million  over  10  years.  I  infer  that  while  it  might  save 
money,  it  just  as  well  might  not  save  money  at  all.  And  the  only 
thing  we  know  for  sure  is  we  don't  know. 

Ms.  Stathis.  I  think  you  are  misinterpreting  the  $500  million 
over  10  years.  I  believe  that  figure  applies  not  to  productivity  sav- 
ings that  they  expect  to  get  from  TSM.  That  was,  instead,  their 
reestimate  of  the  total  cost  of  TSM  after  having  examined  their  or- 
ganizational structure;  that  they  thought  they  could  save  $500  mil- 
lion in  investment  cost. 

So  I  would  not — I  think  the  $500  million  that  they  put  in  the 
statement  might  have  been 

Mr.  Spratt.  Would  the  gentleman  yield? 

Mr.  Cox.  Certainly. 

Mr.  Spratt.  I  want  to  get  a  clarification  of  that.  So  what  you  are 
saying  is  they  have  restated  the  cost  of  TSM,  the  equipment  cost, 
the  physical  asset  cost  of  TSM  and  they  have  reduced  it  by  $500 
million. 

Ms.  Stathis.  Right. 

Mr.  Spratt.  Under  their  original  estimate  of  TSM  or  under  their 
estimate  of  physical  cost  if  they  did  not  do  TSM  and  had  to  provide 
the  space  they  are  now  providing  and  continue  the  equipment  that 
they  now  have? 

Ms.  Stathis.  My  recollection,  and  someone  can  correct  me  here 
if  I  am  wrong,  is  that  the  original  estimate  they  were  working  on 
is  that  the  entire  cost  of  TSM  would  be  about  $23  billion  and  they 
estimated  that  about  $15  billion  would  be  spent  anyway  to  main- 
tain what  they  currently  have,  and  that  for  an  additional  $8  billion 
investment,  we  would  have  this  modernized  environment. 

And  I  think  what  they  are  telling  you  is  that  having  reconfigured 
the  computing  centers  that  $8  billion  will  be  more  like  $7V2  billion. 
And  I  don't  think  that  they  are  really  speaking  to  any  of  the  pro- 
ductivity savings  that  they  expect  to  get  out  of  it. 

Mr.  Cox.  So  essentially,  they  have  reduced  their  estimate  of  ad- 
ditional costs  for  equipment  and  such? 

Ms.  Stathis.  Right.  That  is  my  understanding  of  that  number. 

And  the  subcommittee  was  involved  in  the  issue  of  how  many 
computing  centers  are  needed.  Because  when  IRS  originally  did  the 
technical  design,  they  assumed  that  they  would  continue  operating 
exactly  as  they  had  operated  before;  that  they  would  have  exactly 
the  same  organizational  configuration  and  that  they  would  con- 
tinue doing  work  just  exactly  the  same  way  they  did  before.  They 
would  just  do  it  faster  and  with  more  efficient,  better  computers, 
which  meant  that  they  were  going  to  set  up  main  frame  computers 
in  12  different  locations. 

And  so  the  question  that  came  up  in  1991  before  this  subcommit- 
tee was:  Do  you  really  need  12  computing  centers?  Why  do  you 
need  12  computing  centers?  Have  you  really  thought  through  the 
sensitivities  of  this?  Maybe  you  do  not  need  that  many  in  today's 
environment  and  have  you  thought  through  exactly  the  way  you  do 
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your  work?  Do  you  need  all  of  these  locations?  Do  you  need  to  be 
doing  everything  exactly  the  same  way? 

They  were  not  very  amenable  to  that  when  the  subcommittee 
had  the  hearing  in  1991.  Afterwards,  they  gave  it  some  thought 
and  decided  in  1992  that  maybe  there  was  a  point  there,  and  so 
that  is  when  they  started  these  studies  and  started  thinking 
through  whether  they  needed  all  of  these  Service  centers  and  com- 
puter centers;  there  are  better  ways  to  do  business.  As  a  result  of 
having  gone  through  that  analysis,  they  have  concluded  they  only 
need  three  computing  centers.  So  I  think  much  of  the  savings, 
then,  comes  from  that  resizing. 

Mr.  Cox.  Well,  I  suspect  that  if  instead  of  serving  in  Congress 
for  the  last  5  years  I  had  been  over  at  IRS,  I  would  have  a  better 
sense  of  what  management  decisions  ought  to  be  taken.  But  as  a 
Member  of  Congress,  I  have  to,  rather  than  micromanage  or  offer 
my  opinions  on  such  choices,  try  to  form  opinions  on  the  more  gen- 
eral topics:  Should  we  deploy  resources  in  this  area?  Should  we  cut 
back  here,  increase  there,  and  so  on?  And  the  only  way  that  I  can 
become  educated  on  those  choices  is  to  have  reliable  management 
control  information. 

And  I  think  the  thrust  of  your  June  1993  report  of  that  is  miss- 
ing. Therefore,  there  is  a  limit  to  the  kind  of  assistance  that  a  con- 
gressional subcommittee  can  provide,  because  we  do  not  know 
whether  we  are  going  to  save  money  by  taking  these  steps,  or 
whether  we  are  going  to  spend  more.  We  do  not  know,  just  as  an 
example,  whether  the  retraining  costs  that  will  be  incurred  to  ful- 
fill the  guarantee  that  someone  who  loses  his  or  her  position  as  a 
data  entry  person  will  be  employed  at  the  same  grade  level,  will 
outstrip  the  costs  of  hiring  a  person  already  trained  to  do  that  sort 
of  thing  or  eliminating  the  position.  We  just  have  no  idea. 

And  as  a  consequence,  I  think  we  just  sort  of  move  along,  the 
agency  continues  to  grow  as  it  has  since  1913,  and  there  is  not  any 
effective  oversight  that  we  can  provide. 

Rather  than  state  this  as  a  plaintive  cry  of  pain,  let  me  ask  a 
very  specific  question.  What  can  we  do  in  Congress  to  see  to  it  that 
the  IRS  implements  the  financial  controls  necessary  to  avoid  the 
kinds  of  reports  that  GAO  generated  in  June? 

What  can  we  do  to  see  to  it  these  controls  are  put  in  place? 

Ms.  Stathis.  Well,  I  think  you  took  the  first  step  in  passing  the 
CFO  Act,  and  I  think  you  are  seeing  the  manifestation  of  agencies 
who  have  designed  management  information  systems  that  try  to 
solve  a  particular  problem  they  had. 

Mr.  Cox.  Ms.  Stathis,  if  I  might  interject,  having  been  a  chief 
supporter  of  the  CFO  Act,  I  agree  with  you,  but  what  can  we  do 
now  to  make  sure  that  60  days  from  now  we  have  made  significant 
progress  in  solving  this  problem? 

Ms.  Stathis.  Well,  maybe  Greg  would  want  to  jump  in  on  this, 
but  I  think  trying  to  hold  the  agencies  to  the  test  of  trying  to  get 
clean  opinions  and  to  move  forward  to  have  these  financial  systems 
is  really  the  best  option  that  you  have  for  trying  to  do  this. 

I  would  have  to  tell  you  that  as  a  person  who  spends  all  of  my 
life  trying  to  get  good  information  to  help  you  make  these  deci- 
sions, it  is  not  easy  at  IRS.  That  is  why  it  is  very  time  consuming 
often  to  try  to  piece  together  the  pieces  of  information  to  try  to  give 
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a  fairly  good  understanding  of  what  is  there.  So  our  job  will  be 
enormously  easier  if  we  can  get  this  kind  of  information  readily 
available. 

Mr.  Hollo  way.  In  an  effort  to  try  to  more  specifically  answer 
your  question,  I  think  there  are  a  series  of  things  you  can  do  that 
probably  need  to  be  done.  One  thing  that  we  have  certainly  sup- 
ported in  conjunction  with  the  CFO  Act  is  a  need  to  have  annual 
oversight  hearings  of  these  agencies  with  the  express  purpose  being 
to  look  at  whether  or  not  they  are  achieving  progress  in  dealing 
with  the  issues  being  raised. 

Another  thing  to  remember  is,  you  talk  about  TSM  and  wanting 
to  make  informed  decisions  and  being  able  to  evaluate  whether  or 
not  it  is  cutting  costs  and  that  kind  of  thing,  is  that  IRS  needs  to 
hear  from  Congress  what  kinds  of  things  Congress  wants  to  know. 
In  the  report  tnat  was  issued  in  June,  there  were  a  lot  of  things 
that  were  being  done,  and  even  now  are  being  worked  on  by  IRS 
to  try  to  address  the  concerns  of  Congress,  and  I  think  Congress 
needs  to  request  from  the  agency  an  accounting  for  those  things, 
like  TSM,  in  a  format  you  want  to  see  them. 

Because  one  of  the  real  problems  that  exists  in  IRS  is  that  for 
years  their  financial  management  systems  evolved  to  support  their 
program  objectives  without  really  understanding  what  the  report- 
ing needs  of  Congress  and  other  users  of  that  information  were.  So 
I  think  one  clear  thing  you  can  do  if  you  want  to  see  progress  in 
60  days  or  in  6  months  is  to  be  clear  in  requesting  from  the  agency 
the  kind  of  information  you  are  interested  in  seeing.  If  on  TSM  you 
want  a  breakdown  of  retraining  costs  or  employee  costs,  or  hard- 
ware costs,  make  sure  they  are  tracking  things  that  way.  Those  are 
the  kinds  of  things  we  are  working  with  IRS  on  to  make  sure  they 
are  responding  to  the  kinds  of  things  you  guys  have  asked  for. 

Mr.  Cox.  Well,  I  very  much  appreciate  that.  And  I  wish  that  we 
were  in  the  posture  of  saying  we  have  looked  at  the  financial  state- 
ments and  the  management  control  information  and  we  recognize 
that  it  is  tidy  and  all  tied  together  with  a  bow  and  it  adds  up  front 
ways  and  sideways,  but  we  would  have  liked  to  have  looked  at  it 
differently  and  we  wish  you  could  cut  it  up  differently  because  we 
want  different  information.  But  that  is  not  the  problem.  The  prob- 
lem is  there  is  not  useful  management  control  information  that  is 
transparent,  that  other  people  could  look  at  and  so  on. 

I  know  an  agency  this  big  must  have  some  way  of  running  itself. 
And  they  have  their  own  can't  or  dialect  that  only  they  understand, 
perhaps.  But  what  I  would  like  to  see,  in  a  sentence,  is  garden  va- 
riety management  control  information  suitable  for  an  organization 
that  employs  over  100,000  people.  If  they  have  it,  and  I  don't  find 
a  particular  bit  of  data  I  am  looking  for,  that  is  OK,  and  I  will  sug- 
gest it  as  a  Member  of  the  Congress,  or  the  committee  can  suggest 
it.  But  we  need  to  make  substantial  progress  to  just  get  plain  va- 
nilla financial  information  out  of  a  very  large  agency. 

Mr.  Holloway.  I  would  agree  with  that. 

Mr.  Cox.  And  I  want  to  congratulate  you  for  the  work  that  you 
have  done  to  bring  that  to  public  attention  and  to  help  us.  I  encour- 
age the  Service  to  move  forward  on  those  things  as  well.  That  is, 
as  I  say,  probably  the  highest  and  best  use  for  GAO.  It  involves  the 
very  revenue  function  of  the  whole  government.  Please  keep  it  up. 
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And  this  subcommittee,  I  am  certain,  will  be  delighted  to  work 
with  you  on  it. 

Ms.  Stathis.  We  also  view  it  in  the  same  vein.  IRS  is  the  agency 
that  most  taxpayers  view  as  the  government.  It  is  the  agency  they 
interact  with  the  most  and  so  their  impression  of  the  entire  govern- 
ment is  formed  by  their  interaction  with  IRS.  We  take  very  seri- 
ously the  efforts  that  we  review  in  the  taxpayer  service  area  as 
well. 

Mr.  Cox.  Yes.  If  the  chairman  would  permit. 

Mr.  Spratt.  Go  right  ahead. 

Mr.  Cox.  I  would  mention  a  story  that  I  have  had  fun  with  be- 
fore. 

The  former  Commissioner  of  the  Service,  Fred  Goldberg,  and  I 
started  out  practicing  law  together.  When  he  was  the  Commis- 
sioner of  Internal  Revenue  and  I  was  a  Member  of  Congress,  we 
were  on  a  TV  show  together,  and  I  asked  him  on  the  air  whether 
or  not  he,  as  I,  had  to  use  an  accountant  to  prepare  his  tax  return. 
"I  used  to  teach  income  tax  at  Harvard;  you  are  the  Commissioner. 
Do  you  use,  like  I  do,  an  accountant  to  prepare  your  tax  return?" 
He  said,  "yeah,  I  do." 

What  kind  of  a  system  have  we  got  when  people  have  to  hire  out- 
side help  to  figure  out  their  tax  liability  to  the  government?  I  think 
our  system  needs  enormous  work,  and  I  was  totally  serious  when 
I  suggested  to  the  Commissioner  that  we  get  a  panel  of  high  school 
English  teachers  or  advertising  copywriters  from  J.  Walter  Thomp- 
son to  help  us  develop  some  customer  friendly  documents  that  can 
assist  people  and  encourage  them  to  comply  with  the  law  and  pay 
up.  We  make  it  altogether  too  difficult  for  people  to  be  honest. 

Ms.  Stathis.  Well,  we  have  had  some  forays  into  the  forms,  and 
we  are  now  looking  at  the  forms  development  process  for  another 
subcommittee.  Since  you  are  a  lawyer,  I  can  say  this  to  you. 

Mr.  Cox.  I  am  a  recovering  lawyer. 

Ms.  Stathis.  Generally,  the  issue  gets  down  to  whether  the  law- 
yers think  that  the  wording  is  sufficient  to  meet  the  test  of  the  law, 
and  the  lawyers  win  out  over  the  English  teachers  every  time. 

Mr.  Cox.  Well,  that  is  the  problem. 

Mr.  Spratt.  Mr.  Peterson. 

Mr.  Peterson.  Let  the  record  show  that  I  am  Richard  Peterson, 
senior  counsel  for  the  Subcommittee  on  Commerce,  Consumer,  and 
Monetary  Affairs. 

A  question  for  Mr.  Holloway.  I  have,  I  suppose,  the  key  question 
that  a  lot  of  people  are  waiting  for  an  answer  on,  which  is,  what 
is  going  to  happen  this  year?  Are  we  going  to  get  a  certification  this 
year?  My  better  wager  is  we  are  not,  but  I  would  like  to  know,  in 
any  case,  do  you  think  there  is  improvement?  Are  we  actually  see- 
ing some  of  the  books  being  cleaned  up  on  some  of  the  easier 
things,  and  especially  in  the  accounts  receivable  area? 

It  seems  to  me  an  awful  lot  of  work  has  been  done  to  clean  those 
books  up  or  at  least  to  change  the  purpose  from  a  collections  pur- 
pose to  a  financial  purpose. 

Mr.  Holloway.  I  guess  I  would  answer  or  try  to  answer  your 
question  this  way:  The  probability  of  an  unqualified  opinion  or  a 
clean  opinion  in  1993,  I  don't  think  would  even  be  a  reasonable  ex- 
pectation considering  that  last  year  was  the  first  year  ever  in  the 
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history  of  IRS,  which  spans  80  years,  that  it  was  ever  audited  for 
the  purposes  of  evaluating  its  financial  statements.  And  whether 
you  look  to  the  private  sector  or  anywhere  else  for  an  entity  that 
big,  I  just  don't  think  that  is  a  reasonable  expectation.  So  I  don't 
think  it  is  going  to  happen. 

The  second  thing  I  would  say  in  terms  of  progress,  I  would  say 
certainly  just  across  the  board  there  is  progress  at  IRS  in  trying 
to  improve.  They  have  put  in  place  a  structure  to  try  to  address 
these  problems.  But,  again,  I  would  note  that  many  of  these  prob- 
lems did  not  get  there  overnight;  they  are  not  going  to  disappear 
overnight. 

I  alluded  to  the  fact  that  IRS  has  a  goal  to  have  a  clean  opinion 
by  1995.  I  think  that  is  a  realistic  goal  that  is  "achievable,"  but  I 
think  it  will  require  some  real  intensive  commitment  to  financial 
management  on  the  part  of  their  senior  management,  which  we  are 
seeing  demonstrated  both  in  terms  of  how  they  have  reorganized 
and  in  terms  of  responsibilities  that  we  see  being  shifted  to  the 
CFO. 

As  it  relates  to  accounts  receivable,  I  think  that  at  this  point  IRS 
has  not  addressed  what  I  would  call  core  problems,  which  means 
going  in  and  scrubbing  the  master  file  and  being  able  to  differen- 
tiate within  the  master  file  what  the  real  makeup  of  those  receiv- 
ables are.  I  am  certain  it  has  not  been  achieved,  but  I  think  IRS 
has  plans  and  has  created  groups  to  focus  on  trying  to  achieve  that. 

But  in  the  interim,  what  they  are  doing  is  essentially  what  we 
did  last  year  as  part  of  the  audit,  which  is  statistically  evaluating 
their  accounts  receivable  to  try  to  give  Congress  better  estimates 
of  what  really  is  in  there  and  what  really  can  be  expected  to  be  col- 
lected. So  I  guess  my  summarized  answer  would  be,  in  the  short 
term  I  think  they  are  doing  probably  as  much  as  anybody  could  do 
for  a  problem  of  the  size  and  magnitude  that  they  are  faced  with. 

But  I  think  the  real  test  will  be  the  test  of  time,  and  I  think 
oversight  hearings  to  evaluate  how  well  they  are  progressing  are 
critical  to  ensuring  that  the  commitment  is  sustained  and  that 
changes  are  made.  And  we  are  certainly  going  to  be  looking  at  it, 
at  least  through  the  completion  of  this  year.  We  are  hopeful  at  the 
completion  of  our  audit  this  year  that  we  will  be  able  to — and  I 
hate  to  use  this  phrase,  but  for  lack  of  a  better  one — give  a  report 
card  evaluation  on  their  progress;  to  be  able  to  come  back  to  the 
subcommittee  and  say  here  is  what  we  see. 

Right  now  that  audit  is  in  process  and  so  I  could  not  really  give 
you  conclusive  answers  on  how  well  IRS  has  achieved  some  of  the 
things  they  are  trying  to  do. 

Mr.  Spratt.  Mr.  Cox.  Mr.  Peterson. 

Thank  you  very  much,  all  of  you,  for  your  participation  this 
morning.  I  think  you  have  helped  us  understand  where  we  stand 
with  tax  modernization  and  I  assure  you  we  will  be  calling  upon 
you  periodically  in  the  future. 

Thanks  for  your  input. 

[Whereupon,  at  11:57  a.m.,  the  subcommittee  adjourned,  to  re- 
convene subject  to  the  call  of  the  Chair.] 


APPENDIXES 


Appendix   1. 


-TSM  Timeframe  Description  for   "Filing  a  Tax 
Return" 


I 


ex 

B 

X 

W 
**. 
w 
'- 

a 

■- 


U 


s 
as 

c 

S 

u 

3 

SJ 


S 
v. 

u 

w 

CS 

a 

SB 


ea 


C/3 


8 

OS 

ra 


z 


in 

35 

1 

CM 
05 

CD 


3 

s 

2 


Q! 


03 
GO 


£ 

=  3 

a  ?,_ 

~a:  c 
*>—  - 
v-  s  ~ 

=  E* 

II  I 

ill 

I!1 


I  |a 

■E   3   M 


E 

s 

i 
■- 

E 

'5 


a  3 


H£      -  =  -  *, 


£      . 

IS  | 

lis 

**g 

E  *  i 

u  =  5. 


1 


=  = » 

S  -  = 


v  Z   — 

£  £  E 


I      1. 


: 


S-S 


.5  = 

ei 

au 

S-5 


as 


3-3 


11 


9s 


-    £ 

ii 
M 

£  S. 


—  C  ifi 

S  Si 

-  5.S- 

*  A3 

<T,—    * 

SI  I 

III 

3  a*  B 


5     « 

'I 


ei  - 


1%A*± 


l? 


1 

0 

Ht.E 


-£g 


II 
1  & 

X     OR 

St 

is 

in 

£  I 


—  = 

as  x 


M  = 

X  i 

Hi 
°-si 

£  =  B 
ill 

if* 

II 

£*£ 


5  Si 
E  * 


SI 

1.1 


■a 

1 


ae  o 


Si 


g, 

a. 


hi 


^1 


E 

s 

e 

G. 

a 

"S  . 
<2=i 


II 


I* 


-  I 


S| 


a; 

as 


2  ^ 


2.s 

=  - 
S  E 


E 


(117) 


Appendix  2. — November  30,  1993,  Letter  from  Commissioner 
Margaret  Milner  Richardson 


DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 

WASHINGTON,  DC.  20224 

commissioner  November    30,     1993 

-  —i  V  l_. 

The  Honorable  John  M.    Spratt,    Jr.  NOV.  3  0  1993 

Chairman 

Subcommittee  on  Commerce,  Consumer,  and         COMMERCE,  CONSUMER  AN 

Monetary  Affairs  ^W  AFFAIRS  si  wrv»- 

House  Committee  on  Government  Operations 
B-377  Rayburn  House  Office  Building 
Washington,  DC   20515 

Dear  Mr.  Chairman: 

I  appreciated  the  opportunity  to  appear  before  your 
Subcommittee  to  explain  our  Business  Vision  and  bring  you  up  to 
date  on  our  reinvention  and  Tax  Systems  Modernization  efforts. 

To  implement  our  Business  Vision,  we  will  consolidate  the 
return  processing  operations  now  done  in  ten  service  centers  into 
5  submission  processing  sites  which  will  be  located  at  our 
current  service  center  locations  in  Austin,  TX;  Covington,  KY; 
Kansas  City,  MO;  Memphis,  TN;  and  Ogden,  UT.   We  will  consolidate 
our  44  telephone  locations  into  23  customer  service  sites.   Ten 
of  these  will  be  at  our  current  service  center  locations  in 
Andover,  MA;  Atlanta,  GA;  Austin,  TX;  Brookhaven,  NY; 
Covington,  KY;  Fresno,  CA;  Kansas  City,  MO;  Memphis,  TN; 
Philadelphia,  PA;  and  Ogden,  UT.   The  balance  will  be  at  our 
district  offices  or  sites  in  Baltimore,  MD;  Buffalo,  NY; 
Cleveland,  OH;  Dallas,  TX;  Denver,  CO;  Indianapolis,  IN; 
Jacksonville,  FL;  Nashville,  TN;  Pittsburgh,  PA;  Portland,  OR; 
Richmond,  VA;  St.  Louis,  MO;  and  Seattle,  WA. 

Though  the  mission  of  some  offices  will  change,  no  IRS 
service  center  or  district  will  be  closed.   We  will  continue 
front-line,  face-to-face  taxpayer  contact  operations  in  our 
current  districts,  using  a  compliance  approach  balanced  between 
education  and  assistance,  and  enforcement. 

These  changes  will  enable  us  to  reinvest  savings  to  meet 
frontline  compliance  and  customer  service  objectives,  implement 
Tax  Systems  Modernization  (TSM)  at  a  cost  significantly  less  than 
was  originally  planned,  and  manage  our  expanding  workload  at 
today's  staffing  levels  with  higher  quality  performance. 

Taxpayers  will  also  benefit  from  the  changes  we  envision 
because  we  anticipate  that  95  percent  of  all  issues  will  be 
resolved  with  one  contact.   Taxpayers  will  pay  less  interest, 
have  more  choices  for  filing  and  payment,  receive  faster  refunds, 
and  spend  far  less  time  dealing  with  IRS. 
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The  Honorable  John  M.  Spratt,  Jr. 

Because  change  can  be  unsettling,  we  plan  to  carefully  and 
closely  manage  the  transition.   We  are  committed  to  providing 
continued  employment  at  the  same  grade  to  career  and  career- 
conditional  employees  whose  jobs  are  substantially  impacted  by 
these  changes,  and  to  do  so,  we  are  redesigning  and  enhancing  our 
training  programs  to  provide  employees  with  the  knowledge  and 
skills  they  need  to  operate  in  our  new  environment. 

I  want  to  give  you  my  personal  assurance  that  reinventing 
the  IRS  and  its  critical  underpinning  —  Tax  Systems 
Modernization  —  are  vital  to  my  ability  as  Commissioner  to 
reduce  operating  costs  and  improve  program  delivery.   We  must  not 
lose  momentum  in  transforming  our  paper-based,  labor-intensive 
system  into  an  electronic,  customer-oriented  one.   At  the  same 
time,  I  continue  to  make  the  privacy  and  security  of  taxpayer 
information  a  priority  of  the  modernization  effort.   Your  support 
for  our  efforts  is  essential  to  make  our  Business  Vision  a 
reality.   I  look  forward  to  having  your  staff  visit  our  service 
centers  to  see  some  of  the  TSM  projects  underway. 

The  enclosed  brochure  provides  background  on  our  overall 
plan.   If  you  have  any  questions,  please  feel  free  to  contact  me 
or  Larry  Westfall,  IRS  Modernization  Executive,  at 
(202)  622-6630,  or  have  your  staff  contact  Legislative  Affairs  on 
(202)  622-9590. 

Sincerely, 

Margaret  Milner  Richardson 
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